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EXCHANGE CONTROL IN 
CENTRAL EUROPE 




Chapter I 


THE NATURE OF EXCHANGE CONTROL' 

M\in Types op Exchange Control 

In a broad sense of the term, exchange control embraces 
all measures directed toward stabilizing the market in foreign 
exchange These measures may be divided into five major types 
and arranged in order of their seventy, that is, according to their 
departure from the character of a “liberaF^ international system 
wherem payments are free Of these five types, the first represents 
authontarian interference in so mild a form as scaicely to be 
regarded as exchange control m its ordinary connotation Directed 
toward neither the prevention of genuinely “economic^' capital 
movements nor the maintenance of exchange rates at other than 
ultimate eqmhbrium levels, this control aims merely to eliminate 
speculative activity and sharp vanations in rates Measures of 
this sort may or may not involve monopolizing of devisen^ trans- 
actions with a state authority, and they may be tiansitory or 
permanent Both the pound and dollar devaluations in 1931 and 
1933 were accompamed by temporary centrahzation of exchange 
dealings in official hands, coupled with understandings between 
the banks and the Treasuries that foreign bills for speculative 
purposes would not be forthcoming ^ To piotect monetary stand- 
ards from sudden turns of either appreciation oi depreciation, 
national monetary authorities have also estabhshed more or less 
permanent systems, rangmg from the pie-war Devisenpohhk prac- 
ticed by the imperial Austro-Hungarian and the Russian central 
banks to the British, French, and American equalization accounts 
With these systems of meie stabilization against short-run move- 
ments we shall not be concerned 

1 Part of the material of Chapter I was utilized m an address on “The 
Problems of Exchange Control,’’ delivered to the Econormc Society of Warsaw 
on May 20, 1935 

2 Used throughout instead of the longer English eqmvalent “foreign 
bills of exchange ” 

3 Bank for International Settlements, Monetary and Economic Section, 
“Note on Certain Monetary Aspects of the Liquidity Crisis, 1931-32,” 
mimeographed (Basel, Apnl, 1932), pp 9-10 

1 



2 EXCHANGE CONTROL IN CENTRAL EUROPE 

The earmark of exchange contiol in a sense appropriate to 
Continental systems since the ciisis of 1931 is not stabilization, 
but piotection against loss of value in the monetaiy standard 
through capital flight Common to all types of exchange control 
in this naiiowei sense we find by consequence a more or less 
categonc prohibition of all outwaid capital transfeis except undei 
official auspices, and a monopoly of devisen trade by the state to 
implement the prohibition Even the mildest form of exchange 
control of this genus, a type which involves neithei enforced offi- 
cial rate of exchange noi rationing of devisen, implies lather 
far-reaching interference 

In order that private persons should not employ devisen to 
send or bring capital abroad, it is necessary for the state to com- 
mandeer all domestic supplies of devisen oi scrutinize their utihza- 
tion in every instance Not only existing stocks of devisen but also 
devisen receipts fiom the export of visible or invisible items have 
to be sold to the National Bank, they can be retained only for 
appioved uses Oidinarily this necessitates official insight into 
accounting records and bank accounts of individuals and films 
Capital flight need not be restricted to devisen, however precious 
metals and cuirency may be sent out to establish accounts in 
foreign banks, goods may be exported and the proceeds left abroad, 
or the domestic bank account of a foreigner may be transferred 
withm the country to pay an obligation which would otherwise 
have brought a devisen (shoit-term capital) transfer ^ Accordingly, 
all such practices must be narrowly regulated oi prohibited 
Furthermore, since dealing and compensation automatically 
ehmmate the possibihty of leaving export proceeds abroad without 
being balanced by import, these devices — frequently imposed 
of necessity by the existence of exchange contiol abroad — may 
actually be welcomed as additional bulwaiks against the flight of 
capital All these measures are involved m the stoppage of capital 
flight, whether the embargo is enforced merely upon the countiy^s 
nationals oi upon them and foreigners as well 

The former and milder alternative seems to be the system 
which England has launched m the present war “Sterling may 
be a controlled market, but the phenomena of blocked sterlmg 

1 On these various possibilities, cf F W Paish,The Effects of Foieign 
Exchange Control on British Trade, U K Memorandum Ho 2, International 
Institute of Intellectual Cooperation (Pans, 1939), pp 2-6 
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balances and of tiansfer moiatona are not as synonymous with 
exchange control as totalitanan experience would seem to sug- 
gest”/ payments upon pre-war foreign obhgations m gold or 
devisen are to be transferred as required ^ Quite obviously this 
milder form of our second type of exchange control is hmited to a 
country with adequate gold and devisen reserves 

Even the more severe form, enforcing a capital-expoit 
embargo upon nationals and foreigners as well, still preserves 
relative Iiberahty, since we have not yet arnved at exchange con- 
trol which attempts to enforce an official and usually artificial 
panty rate of exchange Nevertheless, the embargo on capital 
withdrawals by foreigners will cause the control country's securi- 
ties and the various categories of blocked accounts to go to a 
discount abroad Thus it is seen that discounts on Spen varieties 
of a currency do not necessarily imply an overvaluation of the 
ordinary money or devisen ® Once secunties and blocked accounts 
sell at a discount, however, there arises a further charactenstic 
feature of exchange control the differential between the foreign 
and the domestic quotation upon a security or frozen account 
represents a windfall profit of exchange contiol involuntanly 
contributed by the creditor The debtor, usually only by illegal 
means, may exploit the margin himself and pay off obligations 
at bargain rates, more frequently the state appropriates the gams 
of security repatriations or blocked account hquidations as a 
source of subsidy for exports Exports financed in this way are 
called “additional,” though there aie othei sources of “additional 
exports” yet to be explained 

From the autumn of 1932 until May 3, 1935, when the 
conversion of 11,000,000 Schillings of blocked accounts was 
announced for the near future, Austria presented a fairly clear 
example of the second subdivision of the second main type of 

1 Economist (London), September 9, 1939, p 493 Moratorium could 
indeed be regarded as a part of exchange control, but since the latter usually 
permits some repayments but, again unlike moratorium, allo'ws no capital 
flight by nationals, I have adhered to the popular usage 

2 Explanatory Leaflet Defence (Finance) Hegulations (London, Sep- 
tember, 1939) (This IS presumably a government publication, but no source 
appears ) Later dispatches, however, indicate departures from this policy 
'^The diflSdence of the authonties m giving their permission to such conver- 
sions has already created the phenomenon of blocked sterling Econo 
mist, September 23, 1939, p 568 

3 Paul Einzig, Exchange Control (London, 1934), p 128 
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contiol Cleanngs and the entire appaiatus for pi eventing capital 
export by citizens and foreigners peisisted from a more rigorous 
regime in 1931 and early 1932, but foreign exchange was dealt in 
upon a substantially free maiket and piactically no icsoit was had 
to allocation of devisen There was thus realized a system of 
capital-flight pievention which dispensed with so many of the 
ma]Oi mteifeiences involved in other systems that one may well 
hesitate to apply the teim “exchange controh^ sans phrase ^ 
Having in mind the further departures liom a liberal international 
system to which we now turn, I have not refused to consider the 
Austrian case an example of “successful termination” of exchange 
control in any rigoious sense 

A third degree of intensity in control is reached when, 
beside prohibiting outward capital remittances and adopting the 
necessary complementaiy measures, a country sets official prices 
upon the foreign exchanges and tolerates no othei quotations 
The purpose of this measure is to leassuie the populai mind, 
which is pione to identity exchange depieciation (including deval- 
uation) with outright inflation Now it is of couise only too piob- 
able that any one of a number of ciicumstances may shoitly cause 
the “real” rate of exchange for the controlling countiy to fall 
below official parity The diffeience between the piesent oi thud 
type of exchange contiol and the fourth type lies in the diveigent 
character of the causes of such a possible disparity Fiom the side 
of supply of and demand for bills of exchange without reference 
to relative price-level developments at home and abioad, the leal 
equilibrium price may fall below official parity because (1) the 
state itself tiansfers interest or amoitization abioad moie rapidly 
than pel nutted by the curient national demand foi impoits in 
terms of exports which the economy offers in payment, oi because 
(2) evasion of the state prohibition of private transfers abioad 
confronts the same inelasticity From the side of supply and 
demand for bills of exchange directly dependent upon relative 
commodity prices, real equilibrium may fall below official paiity 
because (3) there has been monetary inflation or lagging deflation 
relatively to foreign countries, or (4) a flight from the currency 
into real value has produced price-level developments similar to 
the preceding ones (under 3), or finally (5) because through cost 

1 Karl Schlesinger, ^'Kapitalfluchtbehinderung**^ Ja^ Devisenbewirt- 
schaftung? Osterreichischer Volkswirt, Vol 24, pp 290-294, 325-327 
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or demand changes the barter terms of trade have shifted adversely 
If the disparity of real and official rates arises from the forces 
described under (1) and (2), the exchange control belongs to the 
thud type, if the disparity arises from forces (3) (4) or (5) either 
alone or in conjunction with (1) and (2), the fourth type of 
exchange control is present 

How can this distinction, apparently of a rather formal 
character, possibly assume enough practical sigmficance to con- 
stitute two separate categories of exchange control*^^ The answer 
rests simply upon the fact that the two situations require quite 
different pohcies m several respects For the former, the mechan- 
ically appropriate action would be a stoppage of the excessive 
outward capital movement, for the second, restriction of credit, 
reduction of costs, or an increase of production In the former 
situation, the official rate lepresents no distoition from purchasing 
power panty or some other (moie reliable) index of eqmlibnum, 
and consequently expoits and imports at the legal rate are not, 
respectively, penalized and artificially stimulated Finally, 
exchange control of the third type does not necessarily^ involve 
authontaiian allocation of devisen fox commercial purposes, smce 
demand and supply foi trade purposes naturally tend to eqmhb- 
rium, whereas a disparity in pnce-level developments in com- 
panson with foreign countries, unaccompamed by a downward 
adjustment of exchange rate, brings an excess in the demand for 
devisen over supply and the necessity for ratiomng 

Prior to April 26, 1936, Poland pursued a policy of deflation 
and free exchange on an open gold standard The introduction of 
exchange control and official rates on devisen apparently ushered 
m a system of the thud type prices rose in Poland less rapidly 
than on world markets, the zloty showed no tendency to depre- 
ciate, no protection was affoided domestic pioduceis, and though 
import devisen were allocated by a seim-official scheme, no com- 
plaints were heard as to a shortage of imported raw matenals^ 

In general all countries introducing exchange control imme- 
diately after the credit ciisis of 1931 found themselves sooner or 

1 Devisen rationing would become necessary, if the leakage of devisen 
by capital flight exceeded the amounts of devisen which the state can com- 
mandeer from existing private hoards 

2 Jerzy Nowak, Le contrdle des changes en Pologne, Comity Central des 
Institutions Polonaises des Sciences Pohtiques (Warsaw, 1938), pp 11-13, 17, 
21, 22, 25 
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later in the fourth categoiy, having not only oflS.cial but, m the 
hght of international puce comparisons, also artificially high lates 
of exchange This feature extends also to the fifth type, character- 
ized by its metamorphosis from an instiument of monetary policy 
to a permanent device of commeicial and political pohcy An 
exchange contiol system belongs to the fourth type if the alloca- 
tion of devisen proceeds upon some mechanical basis without 
ultenoi aims as to the composition or direction of trade With 
certam qualifications, the German exchange control system con- 
formed to this description until the end of May, 1934 Devisen 
were m general allotted to importers in all lines upon the basis of 
a umform percentage (which had successively to be reduced) of 
the average monthly imports in each hne during the peiiod July 1, 
1930, to June 30, 1931 

Viewed from the angle of freedom in international trade and 
finance, exchange control i caches its nadir m being perverted to a 
weapon of commercial pohcy, particularly of autarkic policies 
The fiist step usually comes in the innocuous foim of favoimg 
necessities against luxuries m ratiomng out devisen for imports 
Fiom this depaituie from purely monetaiy operations, the way 
leads by easy stages to discrimination against impoits of fimshed 
pioducts, to favoimg imports needed in Planwirtschaft and rearm- 
ament programs, to shameless partisanship regarding particular 
vested interests at home, and finally, in conjunction with the 
weapon of bilateral clearings, to arbitraiy deflections of exports 
and imports from one country to anothei as a method of political 
intimidation oi biibeiy^ Exchange control lent itself leadily to 
the designs of commercial and political pohcy when trade man- 
euvering by othei means was precluded by existing trade agree- 
ments ^ A maze of intricacies, mingling monetary considerations, 
producers’ selling motives, and political strategy, is presented by 
systems of multiple exchange lates, culminating in different rates 
of exchange for every country and for nearly eveiy article of 
export and import At a mimmum this might signify merely an 

1 The maneuvers of Germany m Danubian and Balkan trade m this 
respect are the subject of Paul Einzig’s Bloodless Invasion (London, 1939) 
From the analysis of German exchange control (Ch IV of this monograph), it 
wiU^ appear that Einzig^s account is not entirely free from exaggerations 
" 2 Alexander Yovanovitch, Memoire sur le contrdle des changes en 
Yugoslavie, Institut International de la Cooperation Intellectuelle (Pans, 
1939), p 46 
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effort to offset inaccurate official rates of e'^cliange in foreign 
countries and differential treatment of various commodities 
through subsidies, quotas, and the hke Frequently, however, 
differential exchange rates signalize attempts at discriminating 
monopoly, and the same motive hes behind the exaction of free 
devisen payment even from exchange-control countiies for a 
certain pioportion of exports of a commodity wholly or partly 
monopolized by the country of ongin — as, for example, for oil 
exports from Rumama Differential exchange rates may finally — 
as would be quite patent — afford a convement, flexible, and at 
least partly secret method of political discrimination 

Why Was Exchange Control Introduced? 

Thus far we have devoted our attention to exchange control 
through umlateial action by one countiy, with only passing refer- 
ence to bilateral agreements m the form of cleanng, compensation, 
and pa3niient arrangements, which mevitably accompany the 
former regulation This procedure is warranted by the fact that 
clearings and the hke followed both chronologically and logically 
upon the imposition of exchange control in domestic matters 
Before it can be shown how the bilateral controls developed from 
the umlateral measmes, it seems requisite to examine why ex- 
change control in the narrow sense was itself resorted to by so 
many countries in order to meet the capital flights of 1931 

Gustav Cassel once took the position that a flight of capital 
IS nothing dangerous for a national economy, inasmuch as it 
represents either (1) a mere exchange of titles, of ciedits owned 
at home for values owned abroad, in which event the tiansaction 
is merely nominal, or (2) an outflow of real goods through a favor- 
able balance of trade, in which event the transaction represents an 
export of real capital, but an outflow which, by reason of its 
limitation to new saving or undermamtenance of existing invest- 
ments, IS too slow a process to cause serious disruptions ^ The 
equammity with which Cassel viewed capital flights must be 
ascnbed to a tendency to regard the position of exchange rates as 
determined exclusively by relative price levels — capital move- 
ments could at most cause temporary, and hence not very serious, 

1 Gustav Cassel, Money and Foreign Exchange after 1914 (New York, 
1922), pp 443-444 
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deflections of maiket exchange rates fiom equilibrium, which he 
beheved to be described under '^purchasing power parity ” 

Now the truth is that the exchange of titles, which Cassel 
took to be “nominar’ in two senses of the woid, is leally the occa- 
sion foi disaster, and that the exodus of 'hear' capital, instead 
of being the real danger m the immediate situation, is actually 
one solution of the trouble A flight of capital pei tains in the first 
place to capital in the foim of fluid funds, it consists in a panicky 
effort to get rid of values in terms of domestic money in exchange 
foi values in a foreign cuirency The impact of this demand for 
devisen will dram away the countiy's gold or devisen reserves as 
long as they last and thereafter result in exchange depreciation 
These are the disastei — events outside the realm of real capital 
To the degiee that real capital is exported, i e to the degiee that 
a favorable balance of tiade develops under stimulus of the falling 
rate of exchange, the disaster to central bank leseives and to the 
cuirency standaid through further depreciation may be checked,^ 
but the response of exports through the "piice-specie-flow" mech- 
anism may be taidy and entail collapse of the domestic credit 
s tincture and the exchange rate Letting the capital flight run 
its course — on the grounds that it is either nominal oi, if real, 
negligible — lesembles the therapy of letting pneumonia take 
its “natural" comse 

Capital withdrawals from a national economy present an 
exact parallel with depositors' runs upon banks, if the phenomenon 
is sufficiently severe, the same remedy has to be applied, namely, 
a closing of the wicket For England the magnitude of capital 
flight in 1931 relatively to resources, which had been bolstered up 
by the Banque de France, did not entail a breakdown of national 
liquidity, but the debtor countiies on the Continent had to pro- 
claim bank holidays because of a threatened disappearance of 

1 Capital flight may take the form of leaving the proceeds of exports 
on deposit with foreign banks In this case the export can at best do noikinq 
toward supporting the country's exchange rate, if the export was made ad hoc 
and not in answer to ordinary profit motives If the export would have been 
made anyway in line of ordinary business, the practice referred to actually 
reduces the exchange rate Furthermore, the withdrawal of capital m real form 
may reduce the production of a nation, though m the widespread under- 
utilization of capacity following 1931, this was probably not serious Neither 
of the foregoing quahfications seems to impair the validity of the generalization 
made above 
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reserves It is in such circumstances that the problem arises 
concerning the future couise is it to be moiatonum, currency 
depreciation, deflation, or finally, locking the wicket foi the dis- 
cernible future by exchange control‘s 

Moratoiium has sometimes been recommended as the sun- 
plest and most honest couise, but in fact simphcity and honesty 
aie its chief deti actions Its too great simphcity hes in its failure 
to cover the domestic flight of capital In the summei of 1931, 
the runs upon the Credit Anstalt, Daimstadter, and other large 
banks and the domestic demand foi gold and devisen revealed the 
psychology of mistrust within the countiy to be quite as crucial 
as foreign withdrawals The too great honesty of moratorium, 
certainly in 1931 when creditors had not yet been humbled by 
vicissitudes of subsequent years, would have been the hostihty 
engendered with foreign lenders and then governments Unless 
moratorium signify outiight repudiation, it eventually necessi- 
tates negotiation and agieement with ci editors Not without 
considerable plausibility do bankers and members of Treasuries 
and Mimstnes of Finance in cential Euiopean countries argue 
that negotiation with foreign creditors could not come to any 
frmtful lesults until the effort at transfer, in the magnitudes 
initially demanded, had first broken down undei the sheer force 
of disastei Immediate imposition of moratorium would simply 
have postponed a test of transfei capacity, meanwhile subjecting 
creditors to a measure more properly regarded as the last resort 
We must consider next the proposal to counteract loss of 
reserves and decline of exchange by deflation Writing for the 
International Chamber of Commerce, Professor Mises maintained 
that ‘^Countries which do not resoit to inflation do not put 
themselves in a position where it might appeal advisable to have 
recourse to those measures comprised undei the term Toreign 
Exchange Control ' Ostensibly this opposes inflation and does 
not actually recommend deflation But when woild prices aie 
falhng, mere passivity spells relative inflation a countiy expe- 
riencing capital withdiawals must deflate absolutely, and indeed 
to a greater degree than foreign countnes 

Deflation is the remedy of economic orthodoxy, since it 

1 Ludwig von Mises, “The Return to a Free Foreign Exchange Market,” 
mimeographed report to the Vienna Congress of the International Chamber 
of Commerce, May 30, 1932 (Pans, 1932), p 2 
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dispenses with breaching the international money and finance 
mechanism through departures fiom gold parity, through defaults 
upon loans, and through direct authoiitarian inteiference with 
exchange deahngs and commeice Wheie a reasonable hope can 
be entertained foi bridging over a flight of capital through a 
temporary loss in leseives and a subsequent activation of the 
trade balance by reducing puces, the ends stiiven for through 
deflation — integrity of monetary standards, inviolabihty of con- 
tracts, free private initiative in trade and capital movements — 
are worth substantial sacnfices Unfortunately from several angles 
many countries found that, in the midsummer crisis of 1931, 
deflation promised too httle or bid fair to cost too much 

(1) For the weeks of intense pamc, credit lestnction would 
have been veiy hmited quantitatively by reason of widespiead 
illiquidity within the seveial countnes The opeiation of a high 
bank rate was, practically speaking, leduced to penalizing new 
borrowing from the banks on the one hand, and to atti acting new 
supplies of devisen, either from short-term loans from abioad oi 
from domestic hoards But, as Marschak pointed out at the time 
of the first German exchange control laws in August, 1931, a 15 
per cent or 300 per cent rate can be nullified for any of these pur- 
poses by a “flight psychology'^ of sufficient intensity ^ At best it 
seems probable that exchange control of some degree was neccssaiy 
as a provisional measure, even for a pohcy of eventual free pay- 
ments, parity, and deflation 

(2) Once the acute stage of crisis had passed, would it be 
possible to develop by means of deflation adequate pi ice differ- 
entials and sufficient exports to counterbalance the egress of capi- 
tal The oidmary forces making for downward inflexibility of 
pnces, such as caitelization in industry, collective labor action, 
and irreducible “social" budgets, were especially potent m Central 
Europe in 1931 In foreign countries the inflows oi gold and foreign 
exchange failed to produce any sensible effect upon puces — bank 
reserves increased without stimulating investment Deflation 
would have tended towaid balancing out the capital exports moie 
largely by reducing imports than by increasing the export of goods 
and services Finally, the piice-specie-flow mechamsm could not 

1 Jacob Marschak, “Diskontpolitik,’' Der deutsche Volkswirt, vol 46, 
p 1653 
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be tiusted to work without lagging behind the expoit of capital 
far enough to force currency depreciation ^ 

(3) Let us assume that, despite these veiy leal difficulties, 
deflation can actually develop an adequately favorable balance 
to equihbiate with the flight of capital does it necessarily follow 
that the pohcy is socially desirable'i^ By the summer of 1931 
depression had already pre\ ailed for two years, and there is good 
reason to suppose that it had already reached a stage of ‘^secondary 
deflation, wheiein any imaginable coriective value had dis- 
appeared and a mama for liquidity had begun to carry the volume 
of output and employment with cumulative momentum down- 
ward The counsel of academic economists was probably generally 
in this direction, although this Diacoman severity must have been 
weakened by Keynes’ two magna opera since that time Economic 
practitioneis in cential banks and Tieasunes have, at all events, 
rathei generally testified that the cost in unemployment counted 
heavily against the deflationaiy method of securing equilibrium 

(4) In point of fact, whether a country suffering a capital 
flight actually did set in upon a ngoious regime of deflation with- 
out exchange control, as m the case of Poland to 1936, or whether 
it adopted exchange control without being able to suppoit the 
existing panty, as m the case of Austria dunng 1931 and 1932, 
or finally, whether it introduced exchange control and earned 
through substantial deflation, as m Germany undei the Brumng 
mimstiy — these divergent courses have to be explained, not in 
terms of a mce calculation of advantages, but rathei m terms of 
pohtical forces and vested interests Subsequent chapteis upon 
paiticular countries will elucidate the factors at work 

A variant of the policy of deflation, as foimulated by Machlup, 
would consist essentially in an iron-clad refusal of the monetary 
authority to create loans for purposes of a flight into foreign 
currencies, and a readiness to accept some temporary deprecia- 
tion 2 The financial wherewithal for purchasing devisen could come 
from three direct souices, according to Machlup hoaids, income 
including new savings, and business turnover, and from three 
indirect sources, namely, sale of pioperty, termination of loans 

1 Herbert Gross, “Ausgangspunkte, Formen, und Wirkungen der 
Deviseuzwangswirtschaft,” Archiv fur Sozialwissenschaft, Vol 69, p 54 

2 Wilhelm Ropke, Crises and Cycles (London, 1936), pp 119-134 

3 Fritz Machlup, “Die Theoxie der Kapitalflucht,’^ Weltwirtschaft- 
liches Archiv, Vol 36, No 2, pp 512-529 
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and new bank credit Each of these, with the exception of the 
sixth, IS rather narrowly limited unless the sixth comes into play 
If the central bank lefuses to supply new ci edits, the capital 
flight would rather quickly bum itself out by reaching the hmits 
of available funds 

No doubt with an absolute limitation on total credit, the 
amount of purchasing power which can be deflected to a given 
market, be it for devisen or for a specific commodity, encounters 
limits of the sort described by Machlup No doubt, furthermore, 
the longer the period the greater is the volume of its total liquid 
resources which a society can direct to a given purpose, even if 
the total IS fixed A desire to effect an outward capital transfer 
being given, the society would progressively switch the destination 
of expenditme from other things to devisen, causing a deflation in 
the prices of goods and an inflation of devisen prices Deflation 
of this chaiacter is bound however to be relatively small, since 
the market foi devisen constitutes a small fraction of the total 
turnover m a national economy Consequently, while Machlup^s 
policy of fixing the total credit volume would certainly bid fair to 
support the flight country's rate of exchange better than a policy 
of inflation, it would not guarantee the necessary deflation, if 
prices at the same time were declining abroad The pioposal does 
not consider the problem of the possible shimkage of income and 
employment, nor the pohtical aspects of the situation 

Deflation has been examined at some length for the reason 
that, whether actually attempted or not, the idea was always 
entertained seiiously The third alternative to exchange control, 
exchange depreciation — whether through letting the rate sink to 
its ‘^naturaF’ level or through an act of devaluation — was of course 
proposed in some quarters outside the sterling bloc, but in the 
debtoi countries was never senously considered until exchange con- 
trol had been in effect for many months That a i eduction in the 
monetary unit would have increased the real burden of foreign 
debts, aside from possible favorable repercussions on national pro- 
ductivity, weighed heavily against such a solution Sterhng deval- 
uation had mdeed reduced the real burden, but this did not show 
that it should be increased again Throughout exchange control 
history the ^^real burden” argument has deterred devaluations or 
the recogmtion of de facto depreciations 

The really crucial point, however, was another, the fear of a 
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“velocity inflation’’ through a domestic flight from the currency 
into real values It is maintained with almost umversai consensus 
in the countries having expenenced post-war inflations that a 
depreciation of the currency umt on foreign markets would have 
meant inflation to the man on the street, and that the “inflation 
conscious” pubhc knows the appropriate hne of action In vain 
does the monetary theorist insist upon the distinctness of deval- 
uation and inflation If the ordinary citizen fails to understand 
this piece of “academic subtlety,” then it becomes precisely that, 
the flight creates inflation No government in cential Europe could 
face this nsk It must not be forgotten that in 1931 dehberate 
devaluations were somethmg relatively new, at least within the 
memoiy of this generation, sterling devaluation had not yet 
demonstiated its distinctness from the post-war currency debacles 

Bilateral Agreements Concerning 
International Payments their Character and the Causes 
OF their Employment 

dealings, compensations, and “payment agreements” in 
the narrow sense represent the three varieties of international 
payment under bilateral agieement As the League of Nations 
investigation reveals, they grow directly out of exchange control,^ 
indeed, so intimate is the association that it is practically impos- 
sible to conceive one without the other This has produced a ceitam 
embarrassment m terminology When the specific measures are 
being considered, “exchange control” designates the unilateral, and 
“cleanng” and the like the bilateral actions But when economic 
results are the subject of discourse it is frequently impossible to 
distinguish those flowing fiom umlateral measuies from those 
arising from bilateral agreements, and the term exchange control 
IS used to refei to the nexus of both sets of regulations I have not 
attempted to improve upon this somewhat elastic usage, the 
context usually reveals whether exchange contiol should or should 
not be undei stood to include bilateral agieements 

To prevent evasion of the embaigo against monetary trans- 
fers of interest and amortization abroad, exchange control pro- 
hibits all payments not specifically included under its own auspices 
Two reasons for international bilateral action immediately put 

1 League of Nations, Enquiry into Clearing Agreements (Geneva, 1935), 

p 10 
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m their appearance (1) foreign creditors desire to ariange for 
some repayments even if payments must be conditioned by the 
size or existence of an export surplus on the debtoi country’s side, 
the authorities of the latter aie anxious to limit lepayments to 
capacity to pay in goods, (2) importers in the exchange-contiol 
country and expoiters in the foreign country desiie that the 
blocking of payments by the exchange-control country shall not 
simply terminate their activities Clearing, compensation, and 
payment agreements in the narrower sense provide a solution 
of complementary desires under (2) , while dealing and payment 
agreements provide the outlet for complementary desires, under 
(1) If arrangements can be struck whereby (1) existing debts 
can be giadually hqmdated out of cm rent trade despite exchange 
control, by the same token such an arrangement permits (2) 
curient trade to go forward Let us see how this can be done 
Foreign creditors can force consideration of their claims, 
whether financial oi commercial, if the creditors belong to a coun- 
try which on cm rent account buys more than it sells to the 
exchange-contiol country, provided the creditors can peisuade 
their government to hold up payments on current account and 
divert a fraction of them to debt hquidation This can be done 
by forbidding importers, even in the free-exchange countiy, from 
remitting diiectly m devisen to the foreign exportei, and by 
reqmring importers to pay the sums m home cuirency into a 
central agency, which, after abstracting a certain amortization 
quota, holds the remainder as an account to the ciedit of the 
foreign expoiters The exchange-control country, on its side, will 
submit to a greater or smaller repayment quota according to its 
estimate of the importance of this paiticular export maiket and 
of the elasticity of demand for its products 

This was in general the setting for the introduction and per- 
sistence of clearing and payment agreements between the western 
European creditor and the central and eastern European debtoi 
countries But at the outset of exchange control the debtor coun- 
tries refused to pay in devisen except for the case in which they 
had no choice, i e for current imports from a fiee-exchange coun- 
try with which they had unfavorable balances Accordingly, the 
western European countries had, as the price for exacting pay- 
ments on capital account, to agree to the erection of a central 
agency m the control country, which should receive impoiteis^ 
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payments in home currency and hold them to the account of for- 
eign exporters In this way the control country could dispense 
with devisen, enforce its official exchange rate and create a recog- 
nized channel of non-ffight-payments The aiiangement is called 
clearing if no devisen are employed in settling one account against 
the other A sufficiently one-sided balance (after allowance of 
repayment quotas) leads either to direct hmitations on its exports 
by the country with a net credit balance in the clearing, to agree- 
ment by the othei country to increase its export quotas or extend 
the hst of goods or services purchasable through the clearing, or 
as a last resort, to a complete stoppage of exporting by the clearmg 
creditor until imports have hquidated the balance The “payment 
agreements,’’ appearmg after the first access of exchange control 
seventy, reqmre all payments to pass through a central agency m 
each country — on the debtor (exchange-control) side to enforce 
its official exchange rate and its embargo on transfer by pnvate 
imtiative, and on the creditor (free-exchange) side to insure the 
apphcation of the agreed-upon proportion of receipts to debt 
hquidation But payments in both directions are made m devisen, 
so that the settlement of accounts is continuoi^s 

Compensation, hke clearing, dispenses with devisen entirely , 
but unlike cleanng, tiade does not proceed against open book- 
account involving a 'peiiodtc balancing of all items, but rather an 
tmmedtate offset to each parcel of export by an import of equal 
value In two respects it is less “liberal” than clearing It naiiows 
the field of choice for exporter and importer both must first dis- 
cover the difficult “double coincidence” necessary to barter And 
it makes no progress toward the hquidation of frozen claims In 
other respects compensation proves less confimng than clearing, 
for it frequently allows some tiacle to proceed vhen clearing stands 
at an impasse because of an unliquidated balance, and secondly 
it sometimes permits, m the concealed form of private bai gaming, 
departures fiom an aitificial rate of exchange enforced in the 
clearings 

In brief outlme these are the modes of bilateral arrangements 
for international pa3nnents and the two reasons for their original 
introduction ^ It need scarcely be said that an amazing variety of 

1 Heuser gives two types of clearmg agreement paralleling the two 
reasons for introduction, cf Heinnch Heuser, Control of International Trade 
(London, 1939), pp 6&-71 I have reserved the idea of type to differing tech- 
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combinations of motives and types characteuzes the actual scene 
Central European countries stood in a debtor relation to the West, 
but in a creditor i elation to the East and Southeast, and the clear- 
ings of Geimany, for example, reflect both ciicumstances Com- 
pensation frequently appears as a subdivision of a payment or 
clearing agreement dealings differ in all imaginable ways, 
concerning orgamzation, items admitted, transit trade, rate of 
exchange, duration, settlement of balances, and the hke, described 
by Einzig and the League Enquiry Occasionally clearings even 
provide for triangular trade, either directly through triangular 
clearing (though this is raie^, or through permitting one clearing 
country B to leceive raw material from country A, selhng the 
finished product to C, whereupon countiy C pays via the clearings 
to A for the law mateiials involved and to B for the fabrication 
costs — the so-called Brocchi system But we need not dwell upon 
fuither technical possibilities 

Once exchange control has prevailed for some time, additional 
grounds may appear for instituting clearings with new countries 
or for extending the scope of existing agreements (3) Since the 
clearings include the bulk of ordinal y tiade, a fair presumption 
exists that transactions outside the clearings may represent 
attempts to export capital, to secure this simplification, the net 
of clearings may be extended (4) A more or less dehberate cam- 
paign may be instituted to purchase as much as possible over the 
clearings, forcing the seller to extend involuntary credits in the 
way of unsettled dealing balances, obhgmg his government to 
shoulder the burden, and perhaps eventually inducing the accept- 
ance of infeiior goods in payment (5) Finally, like exchange 
control itself, clearings may become an instrument for economic 
and pohtical bludgeomng The threat of Zwangscleanng m many 
cases has been a justifiable method of forcing lecogmtion of 
creditors' claims, but all too frequently the control of direction 
and composition of trade, delivered into bureaucratic hands by 
the clearing method, has been perverted to partisan interests 

meal arrangements, once dealing has begun The League Enqmi y, by dividing 
the first reason into desiies to liquidate commercial and financial debts, comes 
out with three reasons for clearings (p 11) But there are others, cf points 
3, 4, and 5, above 

1 Sudost Economist, Vol 1, No 3, p 81 One example is the recent 
triangular clearing of Germany, Rumama, and Jugoslavia 
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within the country, to purely autarkic ends, or to intinoadation 
of other countries ^ 

The Effects of Economic Forces on Exchange Control 

Exchange control systems described in the first pages of this 
chaptei as belonging to the fiist and second t 3 ^es do not mvolve 
an official rate of exchange The third t 3 ^e was descnbed as 
including the imposition of an official rate in a situation in which 
a black market rate might develop because of evasions of the 
prohibition of capital exports, but no price-level disparity in 
companson vnth foreign countiies exists In these three cases 
there is no reason why trade cannot pioceed without interfeience 
from exchange control In exchange contiol of the fourth and 
fifth types, howevei, vhich have been most prevalent in Europe 
since 1931, this has not been the case The pnces of internationally 
traded goods fell too slowly to offset the dechne of prices in gold 
standard countiies, or failed to dechne sufficiently to coimter- 
balance steihng and dollar devaluations, or finally rose more 
rapidly under the forced draft of totahtanan make-work or rearm- 
ament programs than did pnces abroad The official rate came 
sooner or later to represent an overvaluation of the mternational 
purchasing power of the monetary standard From the differential 
between official and real equilibrium rate of exchange m com- 
modity trade there resulted a penalty upon exports and a wind- 
fall gam to imports Much of the history of exchange control 

1 In The Exchange Clearing System (London, 1935), Paul Einzig lists 
fourteen causes for the estabhshment of clearings Such an extended hst 
involves much reduplication and not a little error Numbers 1, 2, 3, and 14 
all refer to the wilhngness of creditors and the requirement of debtors that 
debt payments shall be made in goods and not in devisen the first cause in my 
enumeration Numbers 4, 6, and 9 fall under the second cause, the desire on 
both sides that current trade proceed Einzig’s 11, 7, and 13 amount to my 
3, 4, and 6 But his items 5, 8, 12, and 10 are spurious Clearing does not 
permit a country to escape such direct quantitative limitation of imports as 
quotas, import licenses, or prohibitions, furthermore the clearing agency 
usually has authority to accept or reject any proposed transaction The 
allegation that clearing reduces ^‘the disturbing effect of cash tiansfers” 
actually gives the thesis of the book, apparently recanted in Bloodless Invasion, 
that multianguiar clearing promises to be the ideal international system of 
the future Another error is the belief that a country wishes to “balance” its 
trade vith paiticular cotmtnes, balancing may be achieved but only for an 
ulterior motive Finally clearing cannot afford a means to “replemsh the 
currency reserve,” though admittedly clearing may prevent further depletion 
of reserves 
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turns upon the clash of oidinary business motives with these 
artificial diffeientials Had the vaiious governments taken no 
steps to modify then contiol systems, the tendency toward unfa- 
voiable balances would eventually have brought an absolute 
cessation of international tiade 

Devices by which expoiters are given the ^^tiue” value of 
then pioducts, or at least something moie nearly approaching 
the yield of exports at an eqmhbnum rate of exchange, are varied 
and sometimes mtricate A simple method, to which resort was 
had in Geimany, Austria, Hungary and Poland, gave to certain 
authonzed exporters certificates which permitted them to retain 
enough devisen to pay foi then imports of raw materials, provided 
they rendered a pei iodic accounting The system declined because 
the certificate privilege was abused by exporters and because the 
state discoveied that it could trench upon windfall and even 
noimal export piofits by reqmiing the sale of devisen (at the offi- 
cial puce) even in excess of an amount leaving intact the devisen 
required to pay foi imported raw materials Rumania, Jugoslavia, 
Hungary, and Austria employed at various times the device of 
requiring exporters to surrender various yeicentages of their devisen 
receipts at the National Bank's official puce The percentages 
could be umform, or could be adjusted to the ^ffieeds" of the 
particular exporter, or be made an instrument of domestic politics, 
the state utilized the devisen for its own purposes or sold them 
at their low official puce to expoiteis judged to be especially m 
“need" of relatively cheap imported raw materials These cir- 
cumstances led to the designation of the percentage as the “raw 
matenal" quota 

Many of the schemes for offsetting the export handicap 
were rather involved Out of the windfall arising from the dis- 
counts on blocked accounts or from the repatiiation of secuiities 
selling at lower prices abroad than at home, the state in some 
cases paid a premium to secuie “additional" exports The term 
arises from the notion that it is only the foreign creditors' con- 
cessions in selhng blocked accounts and securities at discounts 
in order to realize upon them immediately which makes the 
particular export possible But this linking does not represent 
any economic connection it is simply an act of authority At the 
official exchange rates, exporters cannot compete on world markets, 
and even to export the previous quantities, they must receive 
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from some source outside their devisen sales the diflFerential 
between official and equilibrium rates Whence it comes, whether 
fiom surcharges on impoits, taxation, or foreign creditors^ forced 
concessions, is a matter of indifference to the exporter And unless 
the pa3niient he receives exceeded the rate differential, exports 
are not ^'additional” to what they would be were it not for the 
artificially low lates on foieign devisen set by exchange control, 
and it need scarcely be added that this rarely happens This 
explains the amusing paiadox that during a six-months penod 
at the end of 1933 and early 1934 German expoits declined by 
well over 100,000,000 Reichsmaiks, although "additional” exports 
through the repatiiation of bonds and the sale of blocked accounts 
amounted to 100,000,000 Reichsmarks ^ The real intricacies of 
the additional-expoit device appear when a certain portion of one 
export parcel is declared by an exchange control authoiity, as for 
example the Hungaiian to be additional, but the other portion 
not, for the foimer poition an unusually high piemium is paid, 
but for the lattei only the oidmary late Ad hoe admimstiation 
of this sort easily admits peisonal favoiitism or political pressure, 
especially as the public does not know the premium paid in 
particular cases 

Equally difficult to administer in objective fashion is the 
method of offsetting the export handicap by quietly tolerating 
on occasion expoiteis^ lesort to the black market and its better 
prices foi foreign devisen In some countries, most notably Ger- 
many m the past few years, the chief method of relief to exporters 
has been direct state subsidy, a proceduie scarcely adapted to 
secure objectively equal treatment either for exporters themselves 
or for their products on a compaiati've cost basis In passing it 
should be emphasized that, unless the amount paid the expoiter 
exceeds the handicap imposed by official exchange rates, there is 
neither genuine subsidizing nor, by the same token, "exchange 
dumping ” 

Finally, the control authonty may levy upon imports a 
surcharge above the official lates foi foreign devisen and apply 
the proceeds as a piemium on exports If these differentials were 
sufficiently large and apphed uniformly, the system could, except 
for capital transfeis, practically reconstitute the conditions of a 
free devisen market under exchange control, paiticularly since 
1 Hamburger Fremdenblatt, March 6, 1934 
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the differentials are also commonly introduced into clearmg rates 
Hungary has appioximated this situation smce 1935, without 
completely realiang it because of some lack of uniformity m the 
agios and inadequacies in their extent 

Commonly, however, as m Jugoslavia and Rumania,^ differ- 
ent premia are paid for various countries and commodities As 
previously remarked, this may be ^ ^ justified by diffeimg degrees 
of overvaluation m various foreign currencies or by discriminating 
treatment of diffeient commodities abroad But this “justification^^ 
does not prove the advisability of the system, which may become 
unmanageably complex and subject to personal discriminations 
within the control country Differential premia have also been 
defended as a means of fully exploitmg foreign markets For a 
country actually possessing a monopoly and having furthermore 
the requisite conditions for discrimination, the theoretical possi- 
bilities have been clearly set forth ^ In the disrupted economic 
world smce the World War and particulaily smce the crisis of 1931, 
protective tariffs, quotas, import and export prohibitions, boy- 
cotts, government monopolies m traded goods, discriminating 
railroad rates, subsidies, and exchange contiol make it certain 
that national markets are msulated to a high degree for many 
commodities By the same token, however, these autarkic 
devices make it more difficult to exploit the differmg demand 
elasticities of the several markets It is, of course, not a prion 
demonstrable that finely differentiated exchange rates could not 
secure profitable monopolistic discrimination The Hungarian 
authoiities, however, who once categorically affirmed this possi- 
bility, abandoned the system for a relatively simple structure of 
rates Monopolistic discrimmation of a very simple variety made 
its advent early m exchange-control history m the requirement, 
even from exchange-control countries, of devisen payment for 
exports produced under conditions of spatial or geographic mo- 
nopoly Thus Rumania secures devisen for some of its petroleum 
and Hungary for some of its wheat, even from exchange-control 
countries 

Exchange control passes from type 4 or 5 to type 2 (with or 

1 Cf Yovanovitch, op ext , pp 27, 35-36 Cf Virgile Madgearu, Le 
contr61e des changes en Roumame, International Institute of Intellectual 
Cooperation, Pans (to be published), pp 17, 37, 44 

2 Joan Robinson, The Economics of Imperfect Competition (London, 
1933), Chapter 15 
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without autarkic accompaniments) when the authoiity, instead 
of attempting to reconstitute something hke an eqmhbrium rate 
through any of the foregoing devices, toleiates an open market 
for devisen deahngs under its constant supervision The circle 
seems now to be joined, and the question may legitimately be 
put as to why exchange control should peisist There are of course 
vested interests the control bureauciacy doubtless prefers not to 
contemplate a change (at best) of employment, and the state 
enjoys a continuance of its prerogative of purchasing devisen for 
its own purposes at the low official rate, which still persists as a 
formahty made real for this one purpose ^ But, as the case of 
Austria reveals, there are legitimate leasons foi the peisistence 
of type 2 to prevent capital v?ithdiawals on a disastrous scale, all 
devisen deahngs have to be scrutinized, and furthermore, the 
existence of exchange control m important trade partners reqmies 
the continuance of bilateral payment agreements 

In the piesent summary view it is impossible to exhaust the 
repercussions of economic forces upon exchange control The 
account would be quite incomplete, however, without emphasis 
upon evastons of the control and the endless flow of regulations 
designed to render the system mviolable One harried official of 
a central bank confessed privately that evasions were always 
outstepping enforcement, he predicted the eventual collapse of 
the system from this weakness The strength of modern states 
does not permit such a prophecy with any confidence, but the 
circumstance emphasizes one important aspect of exchange control 
— its heavy social cost and complexity 

Economic Prognosis for Exchange Control 

Part of the ^'nature^’ of exchange control is its economic 
operation Without anticipating results of the accompanying 
empiric studies of particular national economies under exchange 
control, it is possible to set down in brief form some of the chief 
economic effects which would appear highly probable or even 
inevitable from the veiy character of the umlateral and bilateral 
measures described in the present chapter 

Authontanan action of the first type enumerated has already 

1 This IS said to be one of the chief bulwarks of exchange control m 
Rumania Madgearu, op cit , pp 9, 21 
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been treated in a special liteiatuie/ it does not belong to exchange 
control m the nai lower sense of the piesent enquiry It is the 
chief characteiistic of the second t3qie, peimitting the late of 
exchange to naove fieely and dispensing with devisen allocation, 
that it pi events an exodus of capital Undoubtedly such an 
embaigo may mteifeie with the tendency of capital to bring its 
maiginal emplojunents to equality and thus maximize yields 
Fhght capital, however, can scarcely be thought of in this light 
'^If the authorities endeavor to prevent abnormal capital move- 
ments fiom affecting the exchanges, says Emzig, “they assist 
in the woiking of normal tendencies, instead of obstiucting them 
On the other hand, in preventing capital repayments, exchange 
contiol effectively discouiages the investment of new foreign 
capital Since the “natural” direction of capital-flow was toward 
the debtor (now exchange-contiol) countiies, this is probably the 
more serious consequence ® The thud type of control piesents no 
important economic peculiarities over this situation, and we pass 
to the foiiith and fifth types, in which ovei valuation entails 
devisen allocation {Devt^enhewti tschaftung) 

It IS, foi example, possible to foresee with reasonable cei- 
tainty that the maintenance of a country ^s exchange at a level 
highei than that justified by relative puces will penalize exports 
and give windfall profits on imports From this simple fact seveial 
deductions can be reached Countiies having an expoit surplus 
consisting chiefly of agiicultuial products will discover that their 
agriculture languishes, if it is alieady depiessed from a combina- 
tion of seculai and cyclical causes, the “agncultural puce shears” 
will be opened still fuither Industry will by contiaiies gam, first 
in the relative cheapness of imported raw materials at the low 
official rate on foreign devisen, secondly m the automatic pro- 
tection afforded through the scarcity of law materials at the too- 
low rate, and hence the high domestic prices chaigeable for piod- 
ucts, and, finally, from the cheapness of domestic agncultural 
materials Mutatis mutandis the case may be stated for countnes 
with industrial exports 

1 Consult, for example, N F Hall, The Exchange Equalization Account 
(London, 1935), Seymour Hams, Exchange Depreciation (Cambridge, Mass , 
1936), Chapter 15, and F W Paish, *‘The British Exchange Equahzation 
Fund,” Economica February, 1935, February 1936, and August, 1937 

2 Emzig, Exchange Control, p 108 

3 Cf Yovanovitch, op cit , p 23 
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From a knowledge of the devices by which the artificially 
scarce foreign de\isen — much piized because of then low official 
prices — are allocated, it vould not be impossible to hazard 
that those economic inteiests which are most "vocal, most highly 
orgamzed, or most powerful would be apt to secuie the most 
consideiation In general mdustiy and commeice would bid fair 
to come off better than agriculture, laige business umts would 
pievail over smaller umts, trusts and caitels would be aggiandized, 
wnth predictable lesults upon domestic costs of Ining 

The detailed sciutmy of individual transactions involving 
foreign exchange would necessaiily involve costs for a hieiaichy 
of employees and officials, furtheimoie, the exchange contiol 
appaiatus is almost wffiolly administrative, and the enabling 
legislation usually specifically places the controlhng authority 
above recouise to judicial leview’" A 'pnon it would be impossible 
to know how extensive the costs of the contiol administration might 
be, 01 how economical the management, nor could one foietell 
whether the admmistration, endowed with pow^ei's of economic 
Me and death, would oi wmiild not act nnpaitially and honestly 

Foieign trade under exchange contiol may be made the 
object of quantitative piognosis in seveial lespects Involved are 
problems as to the diiection, commodity composition, volume, 
and terms of trade, fiom the angles of both exchange-contiol 
and fiee-payment countnes Here we move in a sphere in which 
unilateral and bilateial measuies aiticulate closely, though m 
some cases one or other set comes more prommently to the fore 

A countiy findmg itself in a position of currency oveiv alua- 
tion, if it can or will not accept the alternative of exchange depre- 
ciation, must husband its devisen by direct mteiference wnth 
trade In these circumstances impoits fiom dealing countnes 
wall be fostered, those from fiee-exchange countnes leduced as 
far as possible, and the opposite policy will be adopted for exports 
Such a country wall naturally exert itself to intioduce dealings; 
and compensations with any fiee-exchange countiy with which 
it has an unfavoiable balance, and to postpone the advent of such 
arrangements when its balance is favoiable With those countnes 
with which it already has bilateial agreements it may, either from 
force of circumstances or deliberately, import as much and export 
as little as possible If the possibihty exists of denving an import 
origmating in a country wheie devisen payment would be necessary, 
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by way of clearing or compensation from an entrepot country, 
the opportunity will be avidly seized upon 

What has been said concerning the general changes to be 
expected in total exports and total imports by countiies will also 
pievail foi particular items of trade, i e nothing will be taken 
for payment m devisen if the commodity or seivice can be had 
through cleanng or compensation In relations with clearing 
countries with which it has naturally favoiable balances, the 
exchange-control country will attempt to secuie devisen payments 
for as much of the balance as possible, this it may be able to 
compass by reason of its relative importance as an export market 
for the particular country, by reason of threats of vaiious economic 
reprisals, oi by reason of its monopoly control over important 
export items Bilateral agreements and exchange contiol lend 
themselves readily to autarchic policies it may be confidently 
expected that permission to export or impoit by clearing, com- 
pensation, and through a payments office will be given only if 
the particular item does not displace home pioduction and does 
not conflict with learmament piograms or other state policies 

What effects may we expect upon the terms, total gam and 
volume of mternational trade from the ubiquitous features of con- 
temporary exchange control, its enforcement of some predeter- 
mmed ratio of exports (or imports) m the bilateial trade of pairs 
of countries, and its preservation of artificial exchange rates'^ 
Conceptual clarity is best served by distinguishing the effects pro- 
duced by an ideal” system of universal bilateralism and the ef- 
fects produced by bilateral cleaimgs as they actually exist We 
must also take account of the fact that the dislocation of inter- 
national demand may exceptionally for a particular country re- 
verse the typical or modal expectation These three factors, with 
the addition of artificial exchange rates, give us the four major 
variables out of which a particular country's situation under ex- 
change control IS compounded 

An “ideal” system of bilateralism embiacmg all countries could 
be achieved by lowermg the rate of foreign exchange in the favor- 
able-balance coimtry and raismg it m the unfavorable balance 
country m each bilateral relationship until the bilateral exports of 
the two countries stood at whatever ratio had been contemplated 
m the clearmg The situation is “ideal” (within the limits imposed 
by bilateralism) m two respects it is bound to achieve the bi- 
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lateral balance desired if pressed far enough, ^ and it achieves this 
end with a minimum of authoritarian mterference, since foieign 
traders can buy and sell where, what, and as much as they desire 

At the rate of exchange appropriate to any authoritarian ratio 
of bilateral exports less than the ongmal situation, the former 
favorable-balance country experiences a favorable change m terms 
of trade, and the former unfavorable-balance country experiences 
an unfavorable change But it is not true that what one country 
loses the other gams, for the imposition of authoritarian trade 
ratios narrows the range of choice for both countries m buymg 
and sellmg alike Average export prices w^ould be expected to be 
lower, average impoit prices higher Upon the usual assumption 
of more than unitary demand elasticity for a given country’s pro- 
ducts, the former favorable-balance country gams less on the ex- 
pansion of its imports than it loses on the contraction of its exports, 
and for the former unfavorable-balance country, the gam on ex- 
panded exports does not offset the loss on reduced imports Foreign 
trade m comparison with domestic trade is less attractive than be- 
fore the mtroduction of bilateralism, and its volume stands to 
declme 

Actual bilateral arrangements reduce the lelative attractiveness 
of foreign trade still further In the first place numbers of coun- 
tries remam outside the system This narrows the range of free 
choice for the bilateral countries even more than it had been 
through the disappearance of free balances under universal bilater- 
ahsm CetenB paribus import prices would be still higher and ex- 
port prices still lower, but this result may be offset m particular 
cases by the emergence of monopoly and monopsony The greater 
probability of the former makes it appear a priori probable that 
certam exchange-control countries, while paying higher import 
prices, may recoup part or even all of the loss through monopoly 
advantages which tend to support export yields Actual bilateral- 
ism may be expected to fall short of the net economic product of 
mternational trade imder the ideal” system because of diiect 
interferences with exports and imports mtended to brmg about the 
same trade ratio as would be achieved by exchange rate manipula- 
tion Lack of knowledge of demand and cost functions for particu- 
lar goods makes it appear a prion improbable that these direct 

1 Upon the usual and probably warrantable assumption that the demand 
for a country’s exports as a whole has more than umtary elasticity 
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and ad hoc mteifeiences will produce the desired result Fmally 
actual bilateialism sei\es autaikic ends, by definition these ends 
aie incompatible with maximizing the economic gam of foreign 
trade 

In either the ideal system oi actual bilateralism, the redirection 
of international demand may give wmdfall gains to a particular 
countiy offset tmg some oi all of the effects delineated as typical 
By the same token, wmdfall losses may intensify adverse effects 

Overvaluation, the fouith major force m the general constella- 
tion, must be undei stood relatively to the aims of bilaterahsm A 
late of exchange upon a tiadmg partner (as in deal mg and pay- 
ment agreements) which does not achieve the ratio of bilateral 
trade contemplated m the airangement causes the accumulation 
of debt by the oveivalumg country Here again it is not true that 
what one country loses the othei gams, for trade on both sides 
suffers intciiuptions to peimit the liquidation of the debt How 
the loss thiough iisk, intciest charges, and technical outlays on 
the deal mg appaiatus is shawd, between the partner countries 
depends upon elasticities of demand and supply, but the loss 
remams 

In a final chiptei we return to the a pnon expectations of the 
precedmg pages to determme whether they are validated m actual 
experience, and whether a theory of exchange control can be 
further elaborated It is intended that the followmg studies of 
mdmdual countries should be intelligible as separate monographs 
But the ultimate aim throughout the enquiiy is a general appraisal 
of exchange control on the basis of its obseived operation 
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AUSTRIAN EXCHANGE CONTROL AN EXAMPLE 
OF SUCCESSFUL TERMINATION 

The Aftermath of the Credit Anstalt Failure 

While the repercussions of the Ciedit Anstalt failure rocked 
the financial foundations of Europe, the immediate impact fell 
most violently upon the small republic of Austria Beginning on 
May 8, 1931, when the bankas actual losses of 140,000,000 Schil- 
hngs transpired and additional losses absorbing the entiie 177,-* 

500.000 Schilhngs of oiiginal capital appealed probable, a frenzy 
of pamc loosed itself Unchecked by the tardy rehef fiom abroad, 
it led to an absolute impasse for the National Bank and the intro- 
duction of exchange contiol five months later During the first 
two days of intense pamc, the Ciedit Anstalt lost 15 per cent of 
its deposits and by the end of the month 20 per cent, or 400,000,- 
000 Schilhngs 

To enable this institution to meet demands, the central bank 
increased its private discounts, as may be seen from Fig 1, in a 
tremendous bound from 69,500,000 to 451,300,000 Schilhngs dur- 
ing the three weeks from May 7 to May 31, almost exactly parallel- 
ing the Credit Anstalt withdiawals The note circulation increased 
in the same peiiod from 905,400,000 to 1,140,600,000 Schillings, an 
application of the Bagehot principle for meeting luns Conclusive 
proof that the increase of notes merely supplanted deposits, and 
therefore cannot be stigmatized as inflationaiy, appears in Fig 2 
The increase of notes proceeded entnely from the thousand-Schil- 
hng categoiy, a denomination not much used for exchange but 
predominantly for hoarding Foreign withdrawals and domestic 
hoarding also began their disastrous mroads upon the National 
Bank's gold and devisen reserves (cf Fig 1) A dechne from 

855.500.000 to 732,200,000 Schilhngs duiing May alone piovoked 
only the moderate discount-rate advances from 5 to 6 per cent 
on June 8, and 734 cent on June 16, not until July 23 was the 
late raised to 10 per cent, at which level it remained imtil the 
introduction of exchange control 

To cope with the basic difficulties of the Ciedit Anstalt 
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Situation, the government promulgated a series of eight laws over 
the period from May 14 to December 23 In the first law it 
provided that the Treasury should assume 41,400,000 Schillings 
and the National Bank 12,400,000 Schillings of the 140,000,000 
Schillings losses, the balance being covered by offsets from 
reserves, wntmg down the e\isting capital, and a contribution 
from the Rothschilds The government also subscribed 58,600,- 
000 Schillings and the National Bank 17,600,000 Schilhngs to 
new capital 

Well aware that foieign withdrawals might only have begun, 
the Austiian government addressed appeals foi loans to London, 
Basle, and Geneva The Control Committee of the Bank for 
International Settlements authoiized an emergency ciedit on May 
18, but nothing was done to make the funds available On May 
25, according to the Austiian Prime Ministei, Ender, the Bank of 
England advised the Mimstry of Finance eithei to declare bank 
holidays for the Credit Anstalt oi to announce a moratorium, 
alternatively, it piomised a loan m conjunction with the Bank for 
International Settlements, if the Austrian government would 
underwiite the obligations of the threatened bank The under- 
writing law was enacted thiee days latei, and the government also 
guaranteed National Bank rediscounts of 120,000,000 Schillings to 
the Credit Anstalt and Austrian Savings Bank advances of 
50,000,000 Schillings 

Even so, no foreign credits appealed, although the first weeks 
of June saw a continuation of withdrawals from Vienna banks at 
the rate of 100,000 Schillings daily Fiom Pans a tardy offer of 
help was made upon conditions politically impossible for Austria 
defimte lenouncement of a tariff union or Anschluss with Germany, 
and supervision of the reorganized bank by the Quai dDisay 
Finally, on June 16, the French conditions for a possible loan took 
the form of an ultimatum which caused the collapse of the Ender 
cabinet Rumois of moiatoria and exchange control were ram- 
pant At midnight came the news of a 150,000,000 Schillings credit 
from the Bank of England This precipitated action by otheis the 
Bank for International Settlements immediately lent 100,000,000 
Schillings and announced its wilhngness to supply an equal sum 
in addition^ in return for an explicit guarantee of Credit Anstalt 

1 Actually this sum was not subsequently supplied, and instead the 
original advance was reduced to 90,000,000 Schilhngs Furthermore, the Bank 
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deposits, a consortium of more than a hundred of its foreign 
creditors agreed to a two-years postponement of claims The 
^‘London Agreement’’ of June 16 coveied 500,000,000 Schilhngs, 
the bulk of the Credit Anstalt’s short term obhgations ^ 

The announcement of the Hoover moratorium on June 23, 
1931, induced a tempoiary optimism, but a sharp reversal ensued 
on July 13 when the failure of the Darmstadter and Nationalbank, 
involving its Vienna concern, the Mercurbank, led to the German 
bank-holidays Austria suffeied, therefore, not only directly from 
the Credit Anstalt bankruptcy, but also from a return of the virus 
from its devastation abroad In Germany and Hungary foreign 
payments were suspended, and Austrian citizens, apprehending 
similar measuies at home, renewed the conversion of deposits into 
notes and devisen On July 25 the thud, fouith, and fifth Credit 
Anstalt laws carried on the work of leconstructmg this bank, but 
the panic contmued with an estimated reduction of short-term 
foreign obhgations of Vienna banks, excluding the Credit Anstalt 
and diiect loans to industry, from 400,000,000 Schilhngs before 
the May ciisis to 250,000,000 Schilhngs at the begmmng of August 
Devisen reseives in the National Bank shrank m the same period 
from 855,000,000 to 566,000,000 Schillings, despite the 250,000,- 
000 Schillmgs credits from the Bank for International Settlements 
and the Bank of England 

In this extremity the government addressed a desperate 
appeal on August 7 to the League of Nations for a 250,000,000 
Schilhngs loan Representatives of the Financial Section went to 
Vienna to study the situation, but not until the summer of 1933 
was the loan actually consummated However, a meeting of 
foieign bankeis m Basle, August 14-19, accorded a six months’ 
standstill upon the remaming 240,000,000 Schillings^ of Austrian 
banks’ shoit-teim debts, under the so-called Bruins agreement^ 

of England required a repayment of 50,000,000 Schillings of its advance, and 
thus hastened the advent of exchange control 

1 By subsequent agreements on January 11 and April 27, 1933, its affairs 
weie finally put in order thiough a ^‘Foieign Holding Company’^ with the 
participation of the Austrian Government On July 20, 1934, the guarantee 
of its deposits was fiinallv terminated 

2 All figures m Schilhngs to p 64 , paragraph 1 are gi'ven on the basis of 
gold paiity, thereafter at the “private clearing” rate 

3 The standstill was renewed on January 20, 1932, and at six months 
intervals thereafter until repayments and other arrangements supplanted it 
entirely on December 10, 1934 
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Simultaneously in mid-August the Hungaiian government prom- 
ised to peiinit 50 per cent lepayments upon all Austrian claims 
falling due before Septembei 12, but its failure to tiansfer more 
than 3,000,000 Schillings fiom a total of 10,000,000 Schilhngs con- 
tubuted to the embariassmg shoitage of deii^en Duiing August 
a fuithei 5,000,000 Schilhngs was withdiawn fiom Vienna banks 

The rapid ebbing away of devisen leseives had cieated a short- 
age of foreign exchange immediately aftez the Credit Anstalt 
collapse, so that transactions of any impoitance proceeded on a 
premium basis for gold curiencies In September the phenomenon 
became commonplace, though the laige banks found it more seemly 
to sell only at National-Bank rate, the informal (but still legal) 
coffee-house dealings involved piemia of 10-15 per cent Aftei the 
Stock Exchange was closed on Septembei 21 to stay the process 
of liquidation and capital flight,^ the Bank officially hmited its 
sales of devisen to “legitimated^ import demands, but even so the 
supply pioved inadequate On October 7 the Mimstiy of Finance 
suspended remittances abioad by money cider, and on the 9th the 
Fust Devisen Law was proclaimed Reserves of the National Bank 
had fallen by that time fiom 855,500,000 Schillings on May 7 to 
358,900,000 Schillings, piivate discounts had risen from 69,500,000 
to 736,200,000 Schilhngs 

Foi seveial years pieceding 1930, Austiian indices of pioduc- 
tion and of note circulation had followed roughly parallel courses 
The continuation of note circulation seculaily upwaid during the 
latter half of 1930 and the fiist months of 1931 did not signify 
relative inflation, despite a peisistent decline in the pioducfcion 
index (cf Fig 7, p 61), since diminished velocity thiough hoaid- 
ing offset the puiely quantitative mci eases Savings deposits, fiom 
an average of 2,119,000,000 Schillings m 1929 mci eased to 2,392,- 
000,000 Schillings by June, to 2,512,000,000 Schillings by Decem- 
ber and to 2,620,000,000 Schillings by Maich, 1931 Foi May 
then decline to 2,320,000,000 Schillings does not mean diminished 
hoai ding but rather a flight fiom the banks attending the Credit 
Anstalt debacle, this mteipietation holds also foi the still lowoi 
savings deposits figures of the second third of the yeai, which is 
marked in the note circulation curve by a hump corresponding to 
the hoarded 1,000 Schilling notes (cf Figs 1 and 2) 

1 The Exchange reopened m early November, 1931 
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By September, ho^evei, the foieign shoit-term obligations of 
all Vienna banks, including the Credit Anstalt, had been prolonged 
by agreements, and government guarantees had assured bank 

The Austri^jst N4.tional Bais.^* 



Fig 1 


League of Nations, Austria- Public Finances, First Eeport (Geneva, 
1936), p 12, extended to termination of the Bank’s existence m Maicb, 1938 
The decrease in private discounts and simultaneous increase in state debt are 
explained by the absorption of Credit Anstalt losses by the Tieasurj Cf 
p 54, n 1, below For statistics, cf pp 349-3 >1, below 
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liquidity But the sapping away of central bank reserves through 
capital flight, continued by Austrians and foieigners alike, caused 
popular apprehension to turn now fiom the banks to the currency 
Reductions in savings deposits persisting throughout the final 
third of 1931 to a low point of 1,878,000,000 Schillings m Decern- 



Fig 2 


* Monatsbericlite des Osterreichischen Institutes fur Konjunktuiforschung 
(hereafter 0 I f K ), Jhrg 7, Nr 2, p 19 For statistics, cf p 350, below 

ber signify a flight from the euriency and an acceleiation of mone- 
tary velocity Duiing the same interval, doubtless partly as a 
consequence of the reduction of bank-rate fiom 10 to 8 per cent 
on Novembei 13, the note and deposits index rose fiom its tempo- 
rary low of 123 m Octobei to a maximum of 131 in December, 1931 
and February, 1932 

The inevitable result of increased velocity and quantity of 
central-bank notes and deposits was a pronounced upward sweep 
m the Austrian sensitive-price index, beginning in September, 1931 
Fig 3 shows its departure fiom the downward course of world gold 
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pnces as typified by the United States ^ We shall return later to 
the data m Figs 1 and 3 for an explanation of the eventual devalu- 
ation of the Schilling by 22 per cent, at present ve note that price 
equihbrium with gold countries such as America persisted until 
Septembei, 1931, but that thereafter the official parity quotations 
on the Schilhng vere maintamed m the teeth of a decidedly adverse 
turn in purchasing power parity 

At this juncture questions natuially arise as to whether Austria 
had anything to gain by introducing exchange control in October, 
1931, and if so, whether the control should not have been apphed 
much earlier I do not believe it can be senously doubted that a 
government’s decision to support the banking system is necessary 
to prevent wholesale financial demorahzation,^ and that for Aus- 
tria this decision mevitably mvolved sacrificing the monetaiy 
standard, unless foreign loans had been foithcoming quite beyond 
the bounds of probabihty m 1931 With these considerations as 
data, the authorities might simply have let the Schilling “find its 
level” or have devalued by an incisive step shoitly after the Credit 
Anstalt crisis Against this course, however, stood three important 
obstacles the popular tendency to identify devaluation with 
inflation, the burden of foieign debts, and the impossibility of 
foreseemg a continuance of world deflation Concermng the first, 
it is impel ative to recall (1) that England had not yet given her 
demonstiation of the practical feasibility of cuttmg loose from gold 
without inflation, and (2) that the Austiian people consequently 
associated devaluation with the post-war mflations Less conclu- 
sive, but still important, was the per-capita foieign indebtedness of 
476 Schillings, substantially less than Hungary’s 766 Schillings but 
approximately equal to that of Germany or Rumania Devalua- 
tion would have aggiavated not only the real buiden of debts m 
foreign curiencies, but also the difficulty of coming to an under- 
standing with foreign creditors Finally, the conversion of 
Cl edit Anstalt deposits into central bank and government obliga- 
tions did not per se mean inflation, but only the crystallizing of the 
credit volume against downw’^aid revision "W-ffio in October, 1931, 

1 Experience ith these U\ o series has indicated to the Austrian Cycle 
Research Institute that closest conformity through a number of previous years 
is obtained when the Austiian series is advanced bj four months A normal 
divergence of 25~-30 per cent of the Austrian curve above the Ameiican is 
ehminated by reducing both to 100 m June, 1931 

2 Thus Wilhelm RopLe also Crises and Cycles (London, 1936) p 8, n 6 
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could have foreseen a fall in the international price4evel in 
the immediate futuie, to say nothing of a continued decline for 
two 01 three years to come? 


Austrian Sunsitive Prices-^ 

(As Per Cent of American, January 1931 = 100) 



Fig 3 


* 0 1 f K , Jhrg 7, Ni 4, p 65 The time basis for Austria appeals at 
the top, for America at the bottom, of the diagram Foi statistics, of pp 353- 
355, below 

Another course would have been an attempt to maintain the 
gold Schilling by deflation To cope with the panic psychology of 
a capital flight, sharp and rapid conti action of credit is requisite, 
with a successful outcome by no means assured It is difficult to 
believe that ciedit could have been substantially reduced Dr 
Viktor Bloch called the attention of the WahrungsenquHe in April, 
1932, to the fact that of 850,000,000 Schillmgs m National Bank 
loans nearly 700,000,000 Schillings diiectly oi indirectly represented 
frozen Credit Anstalt assets, leaving a maximum of 150,000,000 
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Schillings which could be affected by the rediscount rate Though 
commercial banks would have had to follow this rate, a large por- 
tion of their loan poitfohos, in turn, were ilhquid Precisely this 
general condition is recogmzed by those who say that the cost of 
salvagmg the Credit Anstalt was the gold Schilhng, although the 
same peisons mconsistently upbraid the National Bank for not 
deflating 

Perhaps even more momentous were the purely pohtical con- 
siderations The Social Democratic Party emerged from the 
elections in November, 1930, with unbioken stiength, but the 
cohesion of the Government’s majoiity was seriously affected, 
especially later through the ill-staiied attempt to estabhsh a 
Customs Union with Geimany The collapse of the Credit Anstalt 
virtually put the Government at the meicy of the socialists, and 
the Buresch cabinet had to coordinate its policy with the wishes 
of the Left 

The Social Demociatic Party took a firm stand agamst any 
devaluation of the Schilhng For the masses of the Austrian elec- 
torate and even for many leaders of the paity^ devaluation and 
inflation were identical notions, and the party, accountable to its 
voters, never could, at least openly, pursue such a pohcy On the 
other hand, the implications of a persistently deflationary pohcy 
weie even less acceptable, together with the trade unions the party 
firmly rejected any pohcy which would increase the pressure on 
wages and salaries or which would decrease the part of costs of 
production caused by social legislation ^ As early as June, 1931, m 
confidential meetmgs of the party, its leaders cited the warning 
example of Germany wheie, as they said, the deflation pohcy of 
the Brumng Government suppoited by the Geiman Social Demo- 
crats would “cost the latter thiity seats at the next election 

In their attitude towards the Credit Anstalt problem the 
sociahsts were guided first and foremost hj the desire to maintain 
at any price^ empIo 3 niient m the industiial concerns owned by the 
Bank In place of lowering costs of production, they urged the 

1 Cf Speech of Otto Bauer m Protokoll des sozialdemoLratischen 
Parteitages Abgehalten vom 13 bis 15 No-v ember, 1931 (Vienna, 1931), p 22 

2 The aggregate ^^social burden’ estimated at 25 per cent of wages 
and salaries Die Industiie, vol 33, No 8, p 7 

3 Pertmax, Oesterreich 1934, (Zurich, 1934), p 163 

4 Walter Federn, “Der Zusammenbruch der osterreichischen Gredit- 
Anstalt,^^ Archiv fur Sozialwissenschaft und Sozialpolitik, vol 67, p 427 
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Governmeiit to restore the viability of this large part of Austnan 
industry by cancelling the heavy loans these undertakings had 
obtained from the Credit Anstalt/ and they continually demanded 
a reduction of the National Bank’s rate of discount It was in the 
main because of the sociahst opposition that the National Bank 
did not laise its rate immediately aftei the failuie of the Ciedit 
Anstalt In the general panic precipitated by sterling devaluation, 
the socialists did, indeed, vote for a law which i educed the salaries 
of cml seivants and railioad employees and imposed additional 
taxes on wages and salaries ^ But even this shy attempt to pursue 
a policy similar to that adopted by the German Social Democrats 
aroused deep distrust amongst the party’s membership and 
represented the last concession politically possible Under these 
circumstances introduction of exchange control was the only 
alternative left, and the socialists readily gave then votes for the 
Constitutional Act of October 8, 1931, which cieated the legal 
basis for subsequent exchange control by cabinet deciee How the 
introduction of exchange contiol at an eailier point — foi example, 
on May 8 when the Credit Anstalt failed, or on the occasion of the 
Danat Bank closing and the adoption of control by Germany on 
July 13 — would have altered the course of events belongs to the 
realm of pure guesswoik Since the pnmaiy purpose of introducing 
exchange control is to meet an emergency, the measure should 
have been adopted at one of these jimctuies, if ever The great 
benefit would have been to pieserve devisen leseives against a 
capital flight This might have permitted an orderly devaluation 
m September along with the pound, and probably an immediate 
return to free payments On the other hand, the device would have 
irritated Austria’s creditors and possibly have delayed the agree- 
ments beyond even their tardy consummation as things were 

The actual occasion for introducing exchange contiol was 
England’s departure from the gold standard and the furthei 
encircling of Austria by control countries To Geimany and Hun- 
gary were added Czechoslovakia on October 2, and Jugoslavia on 
October 7, accounting togethei for 42 per cent of Austria’s exports 
and 52 per cent of her impoits Those countries which absorbed 
half her exports without paying in devisen were the veiy ones from 

1 Of the “Economic Program of the Social Democratic Party” Jahr- 
buch der osterreichischen Arbeiterbewegung 1931 (Vienna, 1932), p 21 

2 Budget Samerungs Gesetz, Octobei 3, 1931, BGBl 294 
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which Austna had to derive her raw materials Furthermore, 
although the Credit Anstalt arrangement m June and the Brums 
agreement in August prevented the vnthdrawal of 750,000,000 
Schilhngs of shoit-term capital, there remained not only an annual 
debt service on all categories exceeding 450,000,000 Schillings, but 
also the possibihty of an indefimte flight of domestic capital 

The League representati-ve m Austria, Mr Rost van Ton- 
ningen, appraismg the adoption of exchange control, concluded that 
“No other step could be taken if the foreign exchange necessary 
foi raw materials and foodstuffs and for meeting the foreign lia- 
bilities of Austria vas to be secured Dr Viktor Kienbock, the 
governoi of the National Bank subsequently responsible foi the 
virtual abohtion of exchange control, regarded its intioduction as 
a means of copmg with the loss of confidence attending the 
underwntmg of the Ciedit Anstalt ^ Piobably the final resoit to 
exchange control was una\ oidable Even so, the benefits deriv- 
able from control do not seem to ha\ e warranted adherence to the 
old gold parity Had Austria followed the sterling bloc, and had 
its exchange control been really effective, the same ends would 
have been achieved as actually were lealized after much fumbhng 
and disturbance to trade Certainly it was hopeless to attempt to 
preserve the old panty of the Schillmg with the central bank nearly 
denuded of reserves and saddled with a mass of frozen assets, with 
gold prices everywhere dechmng, and with a National Bank 
management which permitted even an absolute mciease of its 
credit after the oflBcial proclamation of exchange control 

The Attempt at Fulu Monopoly, October, 1931 
TO February, 1932 

To anyone uninitiated into the hazards of exchange control, 
the First Devisen Act of Octobei 9 would appear to insure an 
entirely adequate apparatus for the regulation of foreign pa3mients 
The National Bank was empoi\ ered to monopohze devisen deahngs, 
to set the rate of exchange (pubhcation of other quotations being 
forbidden), and to ration out devisen accoiding to its own judgment 
without legal recourse on the part of private persons Its consent 

1 League of Nations Quarterly Reports on the Financial Position of 
Austna (cited here under the author’s name), Rost van Tonningen First 
Quarterly Report (January 12, 1932), p 10 

2 Mitteiiungen des Verbandes osterieichischer Banken und BankierSa 
Bd XVI, Nr 12, p 328 
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was necessaiy not only to transfei abroad foreign and domestic 
means of payment of all categories, including deposit books and 
deposit leceipts, but also for a bank oi even foi a private film to 
credit a foieigner’s account on its own books Foieign means of 
payment and bank accounts had to be registeied and offeied for 
sale to the National Bank within eight days, if then total exceeded 
1,000 Schillings, or if their total subsequently reached 500 Schillings 
Anyone export mg goods to a value exceeding 200 Schilhngs was 
obliged to inf 01 m the Bank of the payment conditions, and upon 
its requirement to deposit a sum immediately as a guarantee that 
devisen proceeds of exports would be duly sunendered An excep- 
tion was made for sales in terms of Schillings against foreigners’ 
Schilling accounts in Austria Official appioval of the Bank was 
requiied also foi lending oi borrowing abioad oi for making pay- 
ments of principal, interest, dividends, etc abi oad in foreign money 
Finally, the National Bank was granted access to all business book- 
keeping and conespondcnce, and extiome penalties were enacted 
— a maximum 250,000 Schillings fine foi the fiirst offense and 
double this sum and impiisonment up to five yeais for the second 
offense Any bank violating the statute might have its charter 
revoked 

No sooner was the legislation enacted than its defects began 
to appeal on the one hand an intolerable seventy, and on the other 
the possibility of legal and illegal evasions Three days after the 
act was pi omulgated, exporteis and transit films received authority 
to letam devisen necessaiy for pui chasing law materials and goods 
for re-expoit, though documented accounts of all such tiansactions 
had to be lendered the National Bank Furtheimore, foreign 
balances of insurance compames and banks for correspondent pur- 
poses were leleased by decree on Octobei 15 Minor amendments 
were incoipoiated into a Second Devisen Act passed on October 16, 
and on November 18 there w^as pi omulgated a Thud Act designed 
to strengthen the hand of the National Bank The law failed 
signally, howevei, to stop evasion through pin chase of foicign 
securities and through export against Schilhng accounts of foieign- 
ers The first law had made obligatoiy the sale to the Bank of 
foreign balances with credit institutions only, now the obligation 
was extended to foreign balances with any agency A further 
clause prohibited the sale of domestic gold and silver currency at a 
price exceeding its nominal value 
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The final legislationj the Fourth Devisen Act of Januaiy 4, 
1932, explicitly limited exports agamst foreigner’ Schilling 
deposits to accounts which oiigmated befoie October 9 or were 
especially designated as “fiee’’ b 3 ’^ the National Bank The bare 
legal framew ork of exchange conti ol as evoh ed in the foui Devisen 
Acts wa^ complemented by mtiicate administrative measures 
Under the authontj^ of these laws, the Austrian National Bank 
concluded clearing agi cements with Himgaiy, Italy, Switzerland 
and Jugoslavia m the fom months of attempted government 
monopoly pnoi to Febiuar 3 ?', 1932 Simultaneously a system was 
being slowly and haltingly woiked out foi the rationing of devisen ^ 

1 With the majority of exchange control countries, the Austrian authori- 
ties attempted to lighten the task of the central bank itself through two 
devices — a certificate system, and a prelimmar^ examination of demands for 
deMsen, both with the coopeiation of the Chamber of Commerce Immediately 
after the First Devisen Law the National Bank empowered the Chamber to 
grant to exporters of kno-^n standing certificates or attestations -which permit 
ted them to retain devisen proceeds for essential imported raw materials The 
system seems to have been admimsteied with too open a hand, on January 9, 
1932, a census revealed 1,700 licensed firms, and the Bank was moved to a 
vigoious reduction of their numbers 

Although the imposition of exchange control had been impending for 
several weeks by the time of its actual adoption, the National Bank, caught 
without provi-^ion for its hea\ > duties, could attend to only a mere fraction of 
the applications for devisen A first step in simplifying matters was the complete 
stoppage of rationing for ceitam import categories The Bank also fostered a 
system of Advisory Councils, the first one being created for the shoe and 
leather industry on October 28, subsequently there were extensions to metals, 
wood, resin, and glass Although the Councils were designed to represent and 
adjust the divergent interests of manufacture, trade, and commerce, they 
functioned poorly and had to be supplanted b v another system 

As early as November 15 there were estabhshed m the Austrian National 
Bank twelve admimstrative divisions, corresponding to an equal number of 
important groups of industries for the allocation of devisen At first these 
divisions attempted to carry on the work m the Bank alone, but by the 
end of November the task of dividing out this allo-wance amongst individual 
apphcants *vas left to complementary agencies called Vorprufungsstellen 
These prehmmary examination boards were not fully established before the 
really active period of control terminated The first one, oigamaed on Novem- 
ber 30, controlled bread-cereals and fodder, and during December ^nd January 
similar units -were created for industrial raw mateiials, fertilizers and textiles 
One umt existed quite outside the Chamber of Commerce — the Vo^prufungs 
stelle in the Mimstxj of Agriculture Its isolated position gave rise to recrimi- 
nations, because in the later de\ elopments, when industry generally had to 
purchase de-visen at the free market price, farming interests still leceived sub- 
stantial rations of exchange at the official par (Of \rbeiter Zeitung, June 21, 
1932, Neues Wiener Tagblatt, November 28, 1932 ) The impiession prevails 
even with high authorities m the Bank and the Ministries that allocation pro- 
ceeded m all quarters by high-handed and arbitrary methods 
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The Efficacy of Contbol 

Despite the heavy administrative apparatus, the attempt 
between Octobei 9 and early February to make government con- 
tiol of exchange effective began unpiopitiously and ended in fiasco 
because of widespread evasion, illegal and legal Black market 
dealings m exchange flouiished at all times m the Vienna caf4s 
Notwithstanding all prohibitions, a lively traffic in domestic cui- 
rency sprang up m the Austrian border villages, and the National 
Bank withdrew the issue of 1,000 Schilling notes (cf Fig 2, p 32) 
which had facilitated smugghng Illegal, also, but widespread, was 
the practice of having foreign sellers bill the Austrian importer foi 
a spuriously large amount, subsequently utilized as an excessive 
claim for devisen allocation A favorite device, utilized extensively 
until as late as 1937, was to arrange to be billed for an import fob 
the foreign city of oiigm, whereas actually the importer had really 
to pay only fob Austrian border Anothei ruse, even more 
extreme, was to induce foreign firms to send to Vienna then 
printed blanks for billing customers, oi even to found in a foreign 
city a holding company to originate billings foi goods which had 
never been imported Firms within Austria enjoying the privilege 
of retaining export proceeds for the purpose of importing raw 
materials for re-export or for fabrication and re-export used 
receipted import-duty bills in conjunction with those spurious 
billings to secure devisen allocations which could then be applied 
to capital flight Dining the period following the Thud Devisen 
Act, when exports against payments in blocked Schillings were 
commonly thought to be legalized, expox teis diew bills upon 
foreign puichaseis for payment in blocked Schillings, secietly 
arranging for payment in devisen, which thus escaped control 

It IS suipiismg, however, that illegal evasion should have been 
resorted to at all, in view of the many possibilities within the law 
Most important amongst these were the so-called ' 'export against 
Schilhngs” and the purchase of foi eign securities Both these modes 
of evasion were facilitated by the anomalous position of legal 
trustees under the Devisen Acts On a slightly different level were 
the virtual evasions through purchasing goods on credit and through 
the clearing system 

The question of "exports against Schillings/’ te whether 
Austrian producers should be permitted to sell for payment, not 
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m devisen, but merely m Scbillmgs transferred from the otherwise 
frozen account of a foreigner m an Austrian bank, was hotly 
mooted m the press Commercial orgamzations, on the one hand, 
maintamed that the export industries could sell at competitive 
puces abroad only by accepting the (depreciated) blocked Schil- 
lings in payment, and they pomted to a further gam m this reduc- 
tion of Austiia^s commercial indebtedness ^ Officials of the Bank, 
on the other hand, maintained that the practice simply removed 
the control of imports from then hands and perimtted a speculative 
market on blocked Schillmgs abroad, a market said to be narrow 
and subject to disastious pnce declines fiom small decreases m 
demand To the degree that blocked Schillmgs were accepted in 
payment of exports, the mflow of free de"visen to the Bank was cut 
off Furthermore, the officials and their suppoiters argued, when 
exchange control was imminent many Austrians had tran&feired 
their bank accounts to foreigners m order to be able to send funds 
out of the countiy later To permit then utilization now for expoits 
•would be to complete the intended capital flight by means of real 
goods 

What the spirited journal discussions apparently missed was 
that this question involved not simply a particulai practice but 
the whole matter of exchange control The advantages to exporters 
cited by proponents of '^export against Schilhngs’^ were real 
enough, but, after all, the “advantage” of reducing the commercial 
debt was precisely what exchange control was designed to prevent 
Piesident Kienbock pomted out that he later permitted this mode 
of payment meiely as one way of withdrawing from the system So 
long as exchange control was to be enforced, howevei, it is clear 
that the National Bank was right in opposmg “exports against 
Schilhngs ”2 

1 Cf the Sofortprogram of the Chamber of Commerce of Vienna m its 
Geschaftabencht uber den Monat Marz, 1932, also the demands of the two 
leadmg industrial and commercial organizations in Austna in the Neue Freie 
Presse, February 6, 1932 

2 Execution of this decision was seriously crippled by two defects m the 
Devisen Ordinances For one thing, whereas the First Devisen Act (Sec 5) 
authorized the National Bank to require of exporters a promise under oath to 
dehver export proceeds, if payment were taken in foreign devisen, a mere notifi 
cation of the Bank by the exporter was sufficient, if payment were taken m 
foreigners’ free Schilling deposits But Section 6 of the Thud Devisen Act 
(November 18) omitted mention even of the notification, this cucumstance led 
to the popular impression that the bars had been let down to “export against 
Schilhngs,” though the ormssion was really a “joker” perpetrated by interests 
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Another peculiaiity m the ordinances was that only credit 
mstitntionb were piohibited fiom tiansferrmg foreigners^ accounts 
to others without the permission of the Bank Until the Fourth 
Deviseu Act expressly extended the prohibition to all agents, 
hundieds of attorneys diove a luciative business with impunity by 
acting as trustees foi foieigners and tiansfeinng accounts to 
thud paities 

A second mam channel of legal evasion was the pui chase from 
abroad of internationally traded secuiities Undei the exchange 
prescnptions, the seller of a foreign secunty outside Austria could 
be paid in ^hnland” or blocked Schilhngs, and these sums could 
legally be invested in domestic secuiities, real estate, or by per- 
mission be applied to exports To the degree that blocked Schil- 
lings weie actually utilized by foreigneis there could be no damage 
to the foreign value of the Schillmg, aside from eases in which the 
foreign purchasei w^ould otherwise have taken the Austrian 
goods or titles even foi payment m free devisen If, however, the 
proceeds of the sale were simply left m blocked accounts, their 
glowing magnitude diove dowm quotations on those Schillings to 
lower and lower levels 

By the end of October, 1931, the Vienna quotations on Austrian 
League of Nations bonds and the International Fedeial Loan stood 
20 per cent above the foieign quotations A heated discussion arose 
in the piess as to the desii ability of following Czechoslovakia, 
Germany, and Hungary m lequirmg the sale of puvately held 
securities to the government The proposal was stigmatized as a 
squandering of the national wealth, especially, it was said, as Aus- 
tiians held a much highei proportion of their wealth in foreign 
securities than the nationals of other exchange control countries 
Actually the proposal was not incorporated into the Third Devisen 
Act as the public had feaied, and even the Fomth Devisen Act 
prohibited meiely the acceptance of foieign secuiities m payment 
for exports The pui chase of foreign securities continued to be a 

opposed to the control system A reduction of foreigners’ Schilling deposits by 
29,000,000 Schillings from November 30, until the Fourth Devisen Act defi- 
nitely concluded the practice for the time being, explains fully one-seventh of 
the adverse balance on capital account dunng this interval The figure of 
29,000 000 Schillmgs actually includes the four months period fiom November 
30, 1931, to March 31, 1932 Cf Rost van Tonmngen, Fourth Quarterly 
Report (November 30, 1932), p 9 It is fair to assume, however, that most of 
it IS accounted for in the hmits given above 
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mode of capital flight long after exchange control m othei lespects 
had been abohshed, and not until Apnl 5, 1933, did the Finance 
Ministry prohibit dealings in certain S'^^iss railway bonds which 
had become fa^oiites By this time the practice had become so 
deeply imbedded that the demand simply switched over to Swiss 
stocks, English consols, and vanous vai loans ^ The proposal to 
prohibit purchases of foieign secuiities, or to end the piactice by 
compulsoiy sale to the government was a logical complement to the 
compulsory sale of devisen The failuie of the Austiian de\ isen acts 
to embrace this category of international credit instruments 
resulted m a direct channel of capital flight 

Besides these types of evasion m a strict sense, the existence 
of clearing agi cements and the piactice of selling to Austrians on 
credit operated to remove contiol ovei impoits fiom the National 
Bank It may, of course, be aigued that even ^ ^superfluous^ 
imports deiived m eithei way do not make any cun cut claim upon 
devisen Nevertheless, since clearing balances have eventually to 
be met, and smce foreign short-teim credits come eventually to 
an end, such imports represent an eventual burden upon the coun- 
try's exporting and paying capacity The Austrian Institute for 
Busmess Cycle Beseaich estimated sales on credit from October, 
1931, to April, 1932, at 200,000,000 Schillings, or nearly half the 
total excess of impoits over exports of 417,700,000 Schilhngs m 
the same peiiod 

The net result of the late introduction of exchange contiol 
and the lax adimmstiation and evasion of the lav was its almost 
complete failure to secuie the devisen yielded by exports When 
toward the middle of November, 1931, the National Bank pub- 
hshed returns for the first month of control, it tianspiied that 
de\asen receipts had amounted to 86,000,000 Schillings, of which 

65.000. 000 Schilhngs came from stocks of devisen alieady m private 
hands on October 9 and surrendeied in confoimity with the 
requirement Only 20,000,000 Schillings had been pioduced by the 
flow of exports, although their total had aggiegated more than 

100.000. 000 Schillings in that month The disciepancy of 80,000,- 
000 Schillings was partly accounted for by legal exemptions for raw 
material imports imder the ceitificate system Fuithermore, the 
owners of certificates often obligingly handed over their receipted 
customs bills, as evidence of actual importation of law materials, 

1 Die Borse, June 29, 1933 
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to persons desiious of documenting a claim to devisen allocation, 
perhaps only for purposes of expoitmg capital Inasmuch as 
imports of raw materials amounted to only about 30,000,000 
Schillmgs, and not even all of this was coveied by certificates, it is 
clear that a minimum of 50 per cent with the probability of some- 
thing appi caching 65 per cent of devisen receipts legally or illegally 
evaded control ^ The lesult was that even by the end of the first 
week in November allocations of exchange did not exceed 3-4 
per cent of demand ^ 

Clearing Agreements in the Period of Attempted Monopoly 

The history of Austrian clearing falls into two phases, the 
first extending fiom late Decembei, 1931, to the spring of 1932, 
the second extendmg to March, 1938 During the former phase, 
while Austria imposed shaip lestrictions on all foreign payments, 
the mtroduction of clearings proceeded on foreign mitiative, 
whereas in the lattei peiiod, while Austria relaxed exchange con- 
tiol, she was foiced to lely upon clearings to secure payment foi 
exports to control countiies Another very significant difference 
between the two episodes of clearmg was the use of gold par m the 
former and a rate appi caching free market quotations on the 
Schilling m the second The Austrian attitude itself underwent a 
complete reveisal The earher president of the National Bank, 
Dr Reisch, had enthusiastically suppoited clearings at a confer- 
ence sponsoied by the Bank for International Settlements in 
Prague on November 2 and 3, 1931 , by the end of December, he 
announced with evident satisfaction, that ten agreements were 

1 Der osterreichische Volkswirt, November 12, 1931, pp 181-182 

2 On January 1, 1932, the Bank reported as follows upon the period 
October 9 to December 31, 1931 devisen received, 185,300,000 Schillings, 
devisen paid out — for the state debt and government needs, 53,600,000 
Schillings, for the service of other loans, 13,900,000 Schillings, for commercial 
purposes, 109,300,000 Schilhngs, a total of 176,800,000 Schillings (Cf Rost 
van Tonnmgen, Second Quaiteily Report, May 2, 1932, p 10 ) The total 
receipts of 185,000,000 Schillings represent not only the entire devisen yield 
from 280,000,000 Schillings exports, but also from the compulsory sale of 
existing stocks at the outset ^ By the end of January, 1932, allocations amounted 
to 1-1 per cent of demand The fact that the first four weeks of control 
produced 85,000,000 Schilhngs in devisen receipts, whereas the next eight weeks 
yielded only 99,000,000 Schillmgs, is explained by the absorption of stocks m 
the earlier period and by the growth of ^^export against Schillings’^ m the 
second 
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completed or m process of formulation ^ But his successor, Dr 
Kienbock, regarded clearings as a defensn e instrument only, and 
proceeded to liquidate the agieements with free exchange countries 
as fast as Austria herself could reduce the obstacles to mternational 
payments ^ 

Dunng the fiist period the National Bank put into operation 
agreements with Switzerland on December 11, Hungary on Decem- 
ber 14, 1931, Italy on January 10, and Jugoslavia on January 20, 
1932 The French dealing initiated on May 1 has also to be 
included with the earlier agreements by virtue of the par Schilling 
rate In general these clearings followed the pattern of the Swiss 
agreement, which was the first of its kind an 3 rwheie, but they dia 
not include its piovision that one-third of the Austrian proceeds 
had to be applied to the service of non-commercial debts The 
Hungarian clearing was pecuhai m that, wheat exports to Austria 
being paid for m free devisen and the pengo and Schilling being 
about equally depreciated m terms of gold, payments approxi- 
mately balanced off thioughout this period and indeed, with occa- 
sional inequalities, through June, 1935 This dealing must there- 
fore be excepted from the followmg generalizations 

No sooner had these early agreements been put mto force 
than their perverse effects began to appear the o\ evaluation of 
the Schilling sharply reduced expoits and stimulated imports, 
and the National Bank automatically lost control of impoits 
As Dr Robert Bieza has pomted out,® mstead of essential raw 
materials for domestic consumption oi fabncation and re-export, 
Itahan fiuits and early vegetables and Swiss clocks came mto the 
country Since clearing stopped the flow of devisen to exporters, 
they lost the benefits of ceitificates permitting retention of devisen 
for imported raw materials, they had therefore to depend on the 
meagei Bank allocations Austria was caught between the upper 
and nether millstones expoits to Switzeiland and Italy, which 
had foimeily brought m de\isenon balance, now lesulted only in 
franc and hra dealing balances, w^hereas with Hungary it was 
necessaiy to pa}^ for the indispensable wheat imports with devisen 
Furthermore, Austiian expoiters had eveiy leason to attempt to 
obtam payment outside the clearing wuth free cuirency countiies 

1 Die Horse, December 24, 1931 

2 Kienbock, op cit , p 385 

3 Neues Wiener Tagblatt, December 25, 1931 



46 EXCHANGE CONTROL IN CENTRAL EUROPE 

such as Switzerland and Fiance, while Austiian importers from 
weak currency countries profited by utilizing the dealing In 
consequence the dealing balance took an even moie unfavorable 
turn than the balance of trade 

In January and Februaiy,1932, exports dwindled to an unpiec- 
edented low level of 61,000,000 Schillings and 66,000,000 Schil- 
hngs, during the fiist quaitei of the year gold and devissn reserves 
fell from 318,000,000 to 215,000,000 Schillmgs Unliquidated 
deal mg balances with partner countiies mounted meanwhile to 
such appalling sums wnth the Austiian National Bank that the 
whole system had giadually to be recast On Maich 10, Austria 
denounced both the Swiss and Italian agreements, upon which 
balances of 9,000,000 and 19,000,000 Schillings had accumulated, 
and on Maich 22 Jugoslavia denounced the existing agreement, 
though a lenewal earned on the old parity clearing until October 5, 
with an accumulation of 10,000,000 Schillings against Austria 
The Flench dealing lepresented a distinct anomaly m being intro- 
duced on May 1 with the paiity rate, it peisisted, however, until 
June 17, 1933, with an unfavorable balance to Austria of 10,000,000 
Schillings At the end of 1932 the total of Austrian shoit-term 
commeicial debts had iisen by 100,000,000 Schilhngs, largely 
through adverse clearing balances ^ 

Except m one case the liquidation of these balances proceeded 
painfully and with numerous bickerings as to lapidity of payment 
and lates of exchange applicable to old debts The introduction 
of a 12 per cent piemium on Schillings m Jugoslavia between 
October 5, 1932, when this country denounced the clearing, and 
October 20, when the agreement actually ceased, enabled the 
Austiian National Bank to pay its entire debt within the foitnight 
In all cases the iepa 3 nnent had to be effected by a letioactive levy 
upon Austrian importeis who had utilized the dealing dm mg the 
peiiod when the mdebtedness accumulated Not until May, 1933, 
was the Swiss balance liquidated, and the process continued until 
September, 1933, and February, 1934, respectively, foi tne Italian 
and French balances Liqmdated dealing agreements were not 
renewed durmg the remamder of Austria's independent existence, 
and after the sprmg of 1932 the dealings — restricted to countries 
wnth exchange control — proceeded, with the exception of Hungary, 
until late in 1935, on the fiee maiket value of the Schillmg 

1 Oscar Morgenstern m the London Times, July 20, 1937, p 18 
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How Austeia Escaped from Exchange Control 
February, 1932-May, 1935 

Austiia^s withdrawal fiom all but rudimentary exchange con- 
trol constitutes a umque chapter in monetary histoi y The eventual 
official recognition of Schilhng depreciation, which had always been 
contemplated as a calamity, scarcely aroused a word of comment 
even m financial circles, and the general public remamed happily 
Ignorant of the fact How this could be is explained by two cir- 
cumstances — the geneial declme of world gold prices, which per- 
mitted virtual devaluation without an absolute rise m domestic 
pnces, and, secondly, the gradual and adroit adoption of the new 
currency basis by the National Bank under Dr Viktor Kienbock 
At his succession to the presidency of the Bank on February 5, 
1932, the allocation of devisen was approaching zero as a limit, and 
the trade balance had become extremely passive The first subtle 
approach to bberatmg payments began with the Bank’s permitting 
Austnan exporters of wood products, including lumber, paper, 
pasteboard, and cellulose, to sell their devisen at rates privately 
agreed upon to importers of mineral oils Exports of the cate- 
gories mentioned languished because pound-sterling devaluation 
had cut off important markets, on the other hand, imports of 
mmeral oil could easily bear the higher rate on devisen because 
there was no competing domestic production Another commodity 
showing substantial importers’ profits was oleomarganne, and this 
the National Bank paired off with butter, which like wood products 
could legitimately be assumed to embody a weak “comparative 
advantage ” 

The couplmg of specific exports and imports came by degrees 
to be extended further — to hats and leather exports against 
imports of giain and fodder, pharmaceutical products, and textile 
raw materials In Austiia, however, contrary to the later practice 
m Hungary, exchange rates in these cases weie never determined 
by the National Bank, but solely by pairs of contracting parties 
Consequently the quasi-free market in Vienna was always desig- 
nated as “private clearmg ” It should not be imagmed that this 
market, particularly m its beginning stages, gave free rein to 
competitive forces For many months the expiess permission of 
the National Bank was necessary for each single transaction, with 
the result that small traders found themselves relatively handi- 
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capped In all cases the commodity puces had to include, besides 
fairly high commission fees, a premium for the risk of not securing 
official permission Equally important was the “raw-material 
quota, a requirement that even when admitted to private clear- 
ing, the exporter should surrender to the National Bank at its 
official puce a ceitain percentage of his devisen, at first really, later 
on only ostensibly, to permit the Bank to contmue certain alloca- 
tions of devisen at par for “indispensable’ ' imports The quota was 
levied differentially amongst various categories of exports accord- 
ing to countiy of destination and the Bank’s estimate of profit 
margms Until late in 1932 the fiction was maintained that an 
export had to be “additional” to be ehgible for admission to 
private clearing, and, finally, only transactions involving visible 
exports and imports could be admitted at all As might be expected, 
the isolated pairing of exporters and impoiters, the differential 
character of the “law-material quota,” and the delays and restric- 
tions involved m official permission lesulted at first m a welter of 
quotations for one and the same foreign money 

The advent of private clearing also opened channels of evasion 
of exchange control generally Haw materials could be imported 
for certam industrial purposes duty free With the custom papers 
m hand, an importer could secure permission to purchase foreign 
devisen on the private clearing to satisfy his foreign creditor There- 
after nothing prevented his also re-exporting the raw material and 
securing foreign devisen a second time, which could then be used 
to export capital 

Once begun, the relief to exporters and importers through the 
private clearing sufficed to insure its increase and elaboration 
The Austrian National Bank on July 17, 1932, designated the 
Wiener Giro- und Kassenverein, a bankers’ oigamzation which 
had long existed as a clearing center for bank balances and a 
depositoiy for securities, as the official agency for private clearing 
From this point foiward, as the statistics show, the turnover of 
private clearmgs grew steadily until, toward the middle of 1933, it 
reached a level set by the visible tiade of Austria minus payments 

Tuenover on the Private Clearing 
(Miliion Schillings) 

Jan Feb Mar Apr May June July Aug Sept Oct Nov Deo 

56 8 90 0102 3130 7119 3 
113 6 119 6 164 8 159 1 204 5 181 8 187 5 164 8 187 5 227 3 244 3 204 5 


1932 

1933 
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escaping contiol or passing over the remaining clearmg and com- 
pensation agi cements Circumstances combining to produce this 
evolution were four the termination of clearing agreements 
belongmg to the “first period”, the attenuation of devisen rations 
by the Bank and its designation of further items of payments to 
be covered in private clearing, the reduction, eventually to zero, 
of the raw material quota, and, finally, the progressive liquidation 
of frozen accounts, so that \artually all payments passed over the 
free market 

The accompanjnng table reveals not only the stnking fact 
that from October, 1931, to December, 1932, nearly 70 percent 
of all imports were either pui chased on credit or withdrawn from 
central bank control through evading the official channels of pay- 
ment, but also that by October, 1932, the allocation of devisen 
had reached neghgible proportions During the course of that 
month allocations for agricultural imports such as fodder, seed, 
and wheat, beside lav material for textile manufacture, were 
stopped With the decree that foreign exchange for purposes of 
travel abroad after November 21, 1932, should be derived from the 


Austkian Imports and Authorized Import Payments* 



Allocations 
Granted by 
National 
Bank for 


Settled by 


Imports 

to 

Austria 

Penod 

Imports 
and Sundry 
Commercial 
Purposes 

Inter-State 

Clearmg 

Private 

Cleanng 

SchiUing 

Compensation 


(m miUiona of Schillings) 

1931 

October-December 108 4 0 4 — — 332 7 

(December 

1932 only) 


January-M'irch 

Apnl-June 

79 4 
447 

38 8 

42 4 

1 Estimates 

50 i 

r 394 6 

1 364- 

July-September 

23 3 

391 

18 (From 

12 

312 1 




July 17) 



October 

34 

20 1 

9 

11 

107 3 

November 

08 

18 5 

11 

10 

108 5 

December 

05 

14 5 

14 

12 

117- 

Total 

260 5 

173 8 

52 

45 

1,736 2 


* Payments abroad converted at parity rates including payments effected by the National 
Bank in foreign exchange under the Jugoslav clearmg Old Debts account and under the 
Hungarian clearmg Wheat account excluding payments under the Bulgarian and Greek 
tobacco clearmgs and for the debt service of the Swiss cleanng This table is reproduced from 
Rost van Tonnmgen Fifth Quarterly Report (February 24 1933) p 8 
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private clearing market, allocations for all private purposes ceased 
Meanwhile, because of the violent protests of the export mterests, 
the '^raw-material quota/^ which had stood as high as 40 per cent 
and even normally had vaiied fiom 20 to 15 pei cent, was reduced 
to 12 pel cent On December 6 the final step m this direction was 
taken with the complete abolition of the quota 

Austrian importers still had to pay extra amounts over the 
clearing rates m order to hquidate the adverse balances with 
France, Italy, Rumama and Switzerland Not until April 6, 1933, 
did the National Bank formally suspend its right to pass on trans- 
actions to be admitted to pnvate clearings, the same decree also 
terminated the formal obhgation of Austrian citizens to surrender 
devisen to the Bank at its official price This ehminated an anomaly 
which had persisted from the end of the “law-material quota, 
namely, that whereas ordinary exporters received the free market 
value for their devisen, the low official price was still apphed to 
devisen received by authors, patent possessors, annuitants, and 
dependents 

Intimately associated with the disappearance of devisen 
rationing, compulsory sale of devisen, and the ‘Vaw-material 
quota, were two other processes contributing to the slow eva- 
nescence of exchange control in Austria — the liberation of cei- 
tam frozen accounts, and the cautious and piecemeal official 
recogmtion of devaluation The new Bank regime, m recogmz- 
mg that future stabihty of the Schilhng could be jeopardized by 
the presence of Austrian Sperrkonti on foreign markets, immedi- 
ately took steps toward their liquidation On March 9 the banks 
were authorized to honor drafts against frozen accounts up to 
1,000 Schilhngs monthly for each owner for travel in Austria 
On April 22 all blocked accounts — estimated at 10,000,000- 
12,000,000 Schillings — accumulated between October 12 and 
December 3, 1931, were converted into "free” accounts, applicable 
to a vanety of domestic uses and to exports The measures of 
May 2, 18, and 25, June 22, 1932, and January 21, 1933, liberal- 
ized the use of blocked accounts for travel m Austria Blanket 
permission to receive payment for export in Schilhngs, regardless 
of date of contract and currency originally stipulated, was 
extended on October 20, 1932, piovidedthat (1) 12 per cent of the 
bill was paid m foreign devisen, (2) the payment was for commer- 
cial purposes, and (3) the export pioceeded to the country where 
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the account was owned The export stimulus of this measure was 
somewhat dampened by the 12 per cent “raw-material quota”, 
but six weeks later, as we have seen, it too was lemoved The 
monthly leductions of foreigners’ Schilhng accounts in conse- 
quence of these measures can be tiaced in the follownng figures 


Changes in Foreigners’ Schilling Accounts* 
(In MiHions of Schillings) 

(Estimates) 


From 

To 

Free Inland 
Schilhng Accounts 

Blocked Schi 
Accounts 

Nov 30, 1931 

Mar 31, 1932 

-29 0 

+ 21 

Mar 31, 1932 

June 30, 1932 

-11 3 

-140 

June 30, 1932 

July 31, 1932 

- 4:0 

- 10 

July 31, 1932 

Aug 31, 1932 

- 25 

- 43 

Aug 31, 1932 

Sept 30, 1932 

- 1 2 

-}- 08 



-48 0 

-16 4 


* Rost van Tonmngen Fourth Quarterly Report (November 30 1932) p 9 Cumulative 
figures have not been made public and the monthly statistics given do not include accounts 
with other agencies than banks 


The manifold and practically free uses of blocked Schilhngs are 
reflected in the fact that by June, 1934, their quotation on the 
Zurich market stood at 55 for 100 Swiss francs, while ordinary 
Schilhng exchange stood at 56-57 

By the end of 1932 the most rigorous features of exchange 
control had vanished ordinary trade proceeded entirely over the 
private cleanng, the eaily gold-parity clearings were being liqui- 
dated, compulsory sale and the rationmg of devisen were both in a 
state of desuetude, and the frozen accounts were being rapidly 
reduced Why, then, was exchange control not completely 
abolished? Beside several reasons to be examined later, two 
appeared with particular cogency To permit a small handful of 
diiectly concerned traders to deal m paper Schillings at a discount 
IS, in the first place, a vastly diffeient matter from playing with 
the fire of pamc psychology by making a general pubhc acknowl- 
edgment of depreciation Secondly, a large amount of domestic 
debts m terms of foreign currencies, the so-called Valuta-Schulden^ 
presented an almost insoluble problem 

The Austrian Supreme Court on March 23 and April 26, 1933, 
took the first legal step, m contrast with the foregomg puiely 
admmistrative measures, m recognizing devaluation by upholding 
the vahdity of gold contracts Supplementary cabmet decrees at 
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the same time proclaimed that contracts for effective gold pay- 
ment would be revalued according to the quotation of Schillings 
on the private clearing market, but leaving the precise date of the 
relevant quotation for future settlement The actual valorizations 
subsequently enforced through taking the quotation ^^as of’^ 
different dates varied widely amongst the several types of obhga- 
tions Owneis of bank deposits, for example (the holders of 
Kassenscheine) , were allowed an effective piemmm of 10 per cent 
by decree of November 14 But owners of agricultural mortgages, 
though their paper was revalorized by 25 per cent, or almost to 
the full 28 per cent preimum which had eventually estabhshed 
itself on gold currencies, actually received nothing because the 
mterest was reduced reciprocally, so that mortgages simply con- 
tinued at their old prices Repayments on dollar and pound foreign 
loans into the special account for this purpose with the Bank had 
to be made at the full private dealing rate after August 28, 1933, 
and this was extended to all foieign loans aftei January 1, 1934 
Another stage in the giadual recognition of devaluation was 
reached on April 30, 1934, when the Austiian National Bank 
revalued its gold reserves at 6,000 Schillings to the kilogram, m 
place of the old rate of 4,715 Schilhngs (cf Fig 1, p 31), bringing 
about a correspondence with the 128-100 ratio of paper to gold 
Schillings, or a devaluation to 78 2 per cent ^ Not until December 
21, 1934, were possessors of bank deposit-books and “current 
accoimts’^ allowed the full private clearing rate on their claims, 
totalling 10,000,000 Schilhngs The obhgations of industry to the 
banks were not settled, nor was the last step m legal devaluation 
taken, the redefinition of the Schilling m gold 

Liquidation of Debts and the Situation Preceding 
Incorporation into Germany 

To appreciate the desperateness of the Austiian situation in 
1932, when effective exchange control had already been abandoned, 
but before the “automatic correctives” thiough prices and exchange 
rates could operate, we must return to the foreign debts During 
1931, 1,000,000,000 Schillings had been withdrawn from the 
country, a sum equal to the entire amount of short-term foreign 

1 The ''profit” of 20,700,000 Schillings financed the reorganization and 
fusion of the Credit Anstalt, the Wiener Bankverem, and the Niederoester- 
reichische Eseomptegesellachaft in the Spring of 1934 
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obligations of Austrian banks in May, 1931^ Over tbe year, also, 
gold and devisen leserves had declined from 930,000,000 to 318,- 
000,000 Schilhngs The Bruins Agreement, covering 240,000,000 
Schillings of short-term bank debts abioad m August, 1931, was 
renewed for the balance of 114,000,000 Schillings on Januaiy 20, 
1932, for SIX months with a complete standstill on prmcipal and 
interest Even so, with a remaming debt service of 23,000,000 
Schillings monthly, devisen reserves sank by 20,000,000 Schilhngs 
a month during February and Maich, and before the Transfer 
Moratorium in July, 1932, by a total of 114,000,000 Schillings, oi 
by more than a third of the 318,000,000 Schilhngs in reseives 
which had survived to the begmnmg of 1932 

I have already remarked upon the appeal for a loan directed 
by Austria on August 9, 1931, to the League After consultation 
with the Financial Committee the government enacted a budget 
reform on October 3, and on the 15th secured a three months 
extension of advances made by the Bank for International Settle- 
ments and the Bank of England during the Credit Anstalt cnsis 
The Fmancial Committee was unable to stir the League to action 
upon a loan, and on May 9, 1932, Austria sent a second petition 
Heavy maturities impending at the end of the month, together 
with the failure of Austiian bankers and Bntish and American 
creditors to agree on the standstill arrangement expirmg on July 
20, forced the government to a provisional moratorium on June 
23, 1932 

On July 15, the very date of the Geneva Protocol which finally 
mdicated the willingness of the Powers to extend a loan, the formal 
Transfer Moratorium had to be proclaimed Excluding 332,000,000 
Schilhngs m trade debts, all foreign obhgations fell under the 
decree — 3,200,000,000 Schillings in principal with an annual 
service of 247,000,000 Schillings ^ Henceforth all payments owmg 
abroad were made into a Foreign Debt Fund with the National 
Bank, out-payments to creditors weie peimitted on two condi- 
tions (a) that the creditor agiee to employ the proceeds foi 
Austrian real estate and secmities, for exports, or for services and 
travel withm the country or (5) that the Bank give express 
permission for payment in devisen At fiist m-payments proceeded 

1 Rost van Tonmngen, Fourth Quarterly Report (November 30, 1932), 
pp 14-15 The figure does not include the Schilhng accounts of foieigners or 
trade debts in Schilhngs 
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only at tlie official exchange rate, but Utei the piivate clearing 
rate was applied The total accumulation in the Foreign Debt 
Fund amounted to 55,000,000 Schilhngs at the end of September, 
1932, and 88,000,000 Schilhngs at the close of the year Though 
hmited transfer was resumed on January 1, 1933, the total lose to 
108,000,000 Schilhngs at the half-year Seveial factors precipitated 
a fall to 17,000,000 Schillings thiee months later the Bank allowed 
freer use of the blocked Schilling accounts, many foieign cieditois 
accepted payment in Schilhng balances and utilized them m the 
countiy, and private arrangements for postponement or settle- 
ment mcieased m number From September, 1933, to May, 1935, 
the Fund dwindled from 17,000,000 to 8,000,000 Schillings, and at 
this point the Bank was able to authorize complete transfer on all 
funded foreign liabilities 

When allowance is made for the underwriting of the Credit 
Anstalt, Austiia experienced a relatively small increase in pubhc 
indebtedness, a fact which contributed substantially to the 
strength of the Schilhng ^ Foreign indebtedness included under 
the original Standstill Agieement amounting to 295,000,000 
Schillings (m devalued Schilhngs) was reduced by 230,000,000 
Schilhngs at the end of 1933, and on December 10, 1934, was 
completely extinguished It was not until two years after Austrians 
fiist plea to the League and a year after the Geneva Protocol that 
the Austrian Government Guaranteed Loan (1933-1953) was 
finally floated, in August, 1933 The yield of 237,400,000 Schilhngs 
enabled the Bank to lepay the 100,000,000 Schillings credit from 
the Bank of England and 90,000,000 Schilhngs from the Bank for 
International Settlements, piolonged at six-months mtervals since 
July, 1931, and to hquidate 50,000,000 Schillings arrears on the 
1923 League Loan and the Federal Loan of 1930 Dollar devalua- 
tion accounted for 568,000,000 Schillings of a total foreign debt 
reduction of 1,059,700,000 Schillings between 1932 and 1933, and 
the devaluation of the franc and other curiencies in 1936-1937 
contributed 42,000,000 Schillings An important event of 1934 

1 The absorption of Credit Anstalt liabilities from the Austrian National 
Bank accounted for an increase of the public debt from 2,077,400,000 Schilhngs 
at the end of 1931 to 2,613,000,000 Schillings at the end of 1932 By the 
end of 1933, the figure had risen shghtly to 2,711,700,000 Schillings, or to 
3,471,100,000 Schillings when account is taken of devaluation In the closing 
months of Austria’s independent existence, the pubhc debt stood at 3,900,- 
000,000 Schillings 
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was the conversion of the 1932 League of Nations Loan fiom 
Intel est rates of 6 , and 7 per cent to 434 per cent, completed 
by December 1, vith a consequent reduction m Austrian foreign 
liabihties of 80,000,000 Schillings In consequence of these favor- 
able developments, foieign mdebtedness vas reduced over the 
entire period hy 56 pei cent 

Austrian Forhign Debts in Foreign Currencies* 

(Year-end figures m milhon Schillings) 

1932 1933 1934 1935 1936 1937 

Bonded indebtedness 2,574 6 2,542 3 2,002 2 1,928 7 1,707 1 1,592 7 

Long and middle term debts 389 0 360 1 343 2 353 5 256 0 241 7 

Short term debts 1,287 4 378 9 244 6 147 7 1001 46 Q 

Total 4,251 0 3,191 3 2,590 0 2,429 9 2,063 2 1,881 3 

* Data from The Austrian National Bank in Liquidation as given by the Benchte of 
the newly constituted Wiener Institut fur Wirtschaft und Koniunkturforschung Jhrg 12 Nr 
9-10 p 230 

The complete consolidation of foieign debt and substantial 
improvement m all capital accounts gave to Austria an enviable 
position amongst European debtor countries During 1936 and 
1937 Austria was unique in being able to secme again short-term 
commercial credits on the London market It has been hinted in 
responsible quarters that a substantial amount of the repayments 
just recorded proceeded by evasion of exchange control laws \vith 
the tacit consent of the National Bank, which could be pardoned 
for havmg had this regard for Austiia^s credit standmg 

Undoubtedly the Schilling was put to severe test by the gold- 
bloc and attendmg devaluations m late September and October, 
1936 Some foieign observers thought that Austria was the most 
seriously threatened of all other countries, and within the coun- 
try ceitam vested inteiests, industrial exporters, foi example, 
warmly espoused devaluation Over 27 pei cent of Austiian 
exports and 19 pei cent of imports were involved with Italy, 
Switzeiland and Czechoslovakia, when these countries devalued m 
1936, and other devaluations smce 1931 had considerably exceeded 
the 22 per cent Schillmg depreciation On October 8, however, 
the government announced that the existmg Schilhng would be 
maintained Austria, accoidmg to the Finance Mimster and the 
Central Bank President,^ could not risk the social consequences of 
a price revolution nor could she meet the first shock of devaluation 
1 la my judgment, a small additional devaluation vould have had 
beneficial effects on balance 
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with her available capital reserves Embracing only a small pait 
of demand on international commodity maikets, she could not 
possibly reduce the level of gold prices by devaluation, but the 
Schilhng prices of impoited raw materials and foodstuffs would 
rise instead It would be impossible to compensate for this tend- 
ency by lowernig import duties and thus abruptly exposing domes- 
tic producers to foreign competition ^ 

That the Schilling successfully weathered the foreign devalu- 
ations of 1936 IS attnbutable not only to the moderate growth of 
the Austrian public debt and the reduction, consolidation and serv- 
icing of foreign debts, but also to three factors of immediate 
relevancy So far as concerns imponderable psychological matters, 
the Schillmg market was undoubtedly affected favorably by the 
spontaneous teimmation of League ovei sight of hei finances on 
November 1, afte'i the announcement that the Schilling would 
not be devalued, and furthermoie the very definiteness of this 
announcement, coupled with the reputation for firmness on the 
part of the central bank president, reassured the public Thiidly, 
so far as concerned the quantitative determinants of trade, Aus- 
tria secuied advantages in both the regulated and free sectors 
In the former, several tiade agreements were modified to permit 
larger exports, and in the price-deteimined sector, for the first 
time since 1929, foreign determined prices, as may be seen in Fig 
4, overhauled the advance of domestically determined prices 
Whereas foreign prices advanced sharply under the influence of 
recovery and rearmament, Austrian pnces weie restrained by 
conservative central bank policy and by the isolation common to 
countries involved in clearings, quotas, and import prohibitions 
After March, 1937, domestic prices again moved along a sub- 
stantially higher level than pnces determined abroad, but the 
devaluation cnsis was then water under the budge and Austria 
could safely oppose the general scramble for liquidity 

Definite evidence of the success of the curiency policy came 
with the flotation on February 6, 1937, of the Domestic Invest- 
ment Loan of 180,000,000 Schillings Without gold or gold-value 
clauses characteristic of previous loans, and with an effective yield 
substantially below even the depression-period loans of 1933 and 
1935, nmety per cent of this issue was absorbed by the general 

1 League of Nations, Austria Pubhc Finances, First Report (Geneva, 
1936), pp 10-12 
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public with extensive participation by small saveis ^ The loan 
indicated the solid position of the Schilhng, but it also contributed 
to stabihty through consohdating short-term Tieasury debts, 
improving goveinment industrial holdings, and indirectly mcreas- 


A.USTRIAN Prices Sin-ce 1929’^ 
(Log Scale, 1929=100) 



Fig 4 

* 0 I f K , Jhrg 11, Nr 4, p 79 The figure has been extended through 
February, 1938 For statistics, cf pp 78-80 


mg the liquidity of the National Bank Gold and devisen reserves 
of the Bank equalled 34 2 per cent of its notes and deposits in 
February, 1938, or almost exactly double the reserve ratio at its 
low point in December, 1932 

Nevertheless, the exchange control laws were never revoked, 
and some of their provisions were still enforced, such as the blanket 
prohibition, except to owners of exporters^ certificates, of remittmg 
abroad without permission of the National Bank This included, 
beside payments on old obhgations, remittances for travelhng, for 
relatives abroad, and for imports m the transit tiade What had 
been achieved was, in fact, the '^simple exchange control to pievent 
capital flight'^ advocated as early as December, 1931, in mercantile 
circles ^ 

A pecuhai irony forced Austria, despite her own withdrawal 
from exchange control, to extend her clearing system because of 
developments m neighboring countries On August 10, 1934, 
Austna entered for the first time into an agreement with Germany 
to cover the whole field of trade by dealing, the chief German 
export being Ruhr coal against Austrian agricultuial products 
After two years of fairly satisfactory functiomng, this clearmg 

1 League of Nations, Austria Pubhc Finances, Second Report (Geneva, 
1937), p 4 

2 E g by the eminent Vienna merchant Juhus Meinl, an ardent hberal 
Cf Neues Wiener Tagblatt, December 31, 1931 
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was amended on July 11, 1936, to allow Austrians to purchase travel 
marks at the usual discount and to provide foi an increased expor- 
tation of Austrian dairy products On Januaiy 27, 1937, another 
agreement sought to expand the mutual trade of the two countries 
by 40,000,000 Schillings thiough switching some of Austrians coal 
impoitations fiom Poland to Geimany, which would then absorb 
an mcreased quantity of Austrian cattle, hoises, dairy pioducts, 
lumber, iron and steel, and such invisibles as travel and copy- 
rights Supplanting unilateral action on quotas, prohibitions, etc , 
a system of mutual agreement through permanent trade commit- 
tees was maugurated With the introduction of exchange control 
m Poland, Austiia put into effect the clearmg arrangement of June 
12, 1936, which was subsequently modified to permit increased 
‘^compensation^' deahngs 

Through the last years of independent Austria, clearmg and 
compensation persisted as defensive weapons in international pay- 
ments involving nine countries with strict contiols themselves ^ 

1 With three countries, Bulgaria, Greece, and Turkey, Austria maintained 
clearings chiefly for tobacco purchases, and with Rumania, Jugoslavia, and 
Czechoslovakia, trade proceeded largely by means of compensation The 
Hungarian clearmg, the only one to have been earned over from the earlier 
clearings on a gold par basis because it seemed to work reasonably well, had to 
be revised Until mid 1934 no particularly large clearing balances were 
accumulated either way, since Hungarian wheat exports were paid for chiefly 
in devisen In May of that year, however, the relation of Hungarian to Austrian 
wholesale prices suddenly inci eased from 64 per cent to 72 per cent, and thence 
forward with occasional small reversals it advanced to 100 in December, 1935 
The tendency for Austiian exports to increase while Hungarian exports 
decreased was given a new impulse, and the adverse balance of Hungary m 
the clearings mounted to 15,000,000 Schillmgs and 16,000,000 Schillings m 
October and November, 1935 On November 27 the situation was at least 
partly remedied by an alteration of the clearing basis to provide a 10 per cent 
premium on Hungarian exports and a 13 per cent premium on Austrian exports 
to Hungary, approximating the purchasing power parity of 100 SchiUmgs 
equals 90 Pengo revealed by Fig 12, page 104, m the relative movements of 
wholesale prices and cost of living in the two countries Austrian exporters, of 
course, opposed the measure strenuously The year 1936 saw a dechne of 1 7 
per cent m Austnan export values to Hungary, despite an 11 per cent increase 
in export quantities, whereas import values increased by 2 8 per cent and import 
quantities by 7 9 per cent, the “balance’^ so essential to bilateral clearing was 
nearer realization, though substantial ci edits remained for Austria 

The clearmg with Italy functioned smoothly until the Abyssiman War, 
which advanced puces and reduced Austnan purchases of citrous fruits, nee, 
and textiles, on December 17, 1935, the new clearing provided for the liquida- 
tion of Itahan debts out of her exports to Austria After the Italian devaluation 
another agreement, signed on November 7, 1936, compensated Austnan export- 
ers for the new relation Durmg this year, also, the Rumanian clearing under- 
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Austria was never able, howevei, to escape the chronic malady of 
uncleared balances During the period of gold-par clearing, as we 
have seen, the balance was continually ad^v erse to Austria, amount- 
ing to 100,000,000 Schillings at its maximum After the recogmtion 
of de facto devaluation, balances accumulated m the other direction 
through the adherence to aitificial exchange rates by dealing 
partners The difl&culty was aggravated by mcreased purchase of 
Austrian raw mateiials by Danubian states m their efforts to find 
usable equivalents for exports under the clearings Raw material 
prices were so severely advanced m Austria as to force her to a 
series of export-prohibitions m October, 1934, including cotton, 
non-ferrous metals, pelts and rags, and later such agricultural raw 
matenals as hay and straw ^ But, as we have seen from specific 
cases of clearing, the defensive measures did not avail Duimg 
1936 and 1937 the existence of Austrian credit balances repiesented 
an equal abstraction of capital from her own economy, the National 
Bank could not, because of the nsks, make advances upon all of 
these exporters’ claims, and consequently there was bitter com- 
plamt against the handicap to recovery arising from these forced 
foreign loans ^ 

Austrian Experience with Exchange Control 
TO March 1938 in Retrospect 

The dramatic quahty of the Austrian expeiience arises rather 
from the intricate but finally successful process of abandomng 
exchange control, except for an irreducible mmimum, rather than 
from striking evidence of its econonuc accompaniments The tardy 
introduction of control, the multifarious evasions, and the relatively 
short duration in anything approachmg complete monopoly pre- 
vented any very marked effects upon domestic production Com- 
plamts, for example, of a shortage of mdustrial law matenals for 
re-export m fabricated form were loud in the last months of 1931 

^ent a revision (on May 15) which abohshed the prevaihng undervaluation of 
the le% relatively to the SchilJing by leaving exchange rates to the free agree- 
ment of trading parties A one sided balance of 14,000,000 Schilhngs in Aus 
triads favor id the Czech clearing prompted a new arrangement on April 2 and 
May 15, 1936, by mid summer, the balance had nevertheless risen to 23,750,000 
Schilhngs, and the Czech devaluation m the autumn did not prevent the per- 
sistence of uncleared balances 

1 OlfK, Jhrg 10, Nr 11, p 280 

2 Ibid , Jhrg 11, Nr 12, p 258, and Jhrg 12, Nr 2, p 24 
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and early 1932 Bankruptcies during the fiist three months of 
1932 exceeded a weekly average of 100, the apex of a curve begin- 
ning m 1929 and extendmg to the present The Berndorfer 
Metallfabrik, doubtless without full ]ustification, ascribed its 
failure m June, 1932, directly to exchange control Exchange con- 
trol contributed to the embairassment of many firms, but the 
shrinkage of domestic production is too closely allied to the general 
course of depression to admit specific measurement of this particu- 
lar influence The general impression prevails that agriculture 

Agricultueal Prices* 


(Log Scale, 1923-31=100) 



Industrial Prices* 
(Log Scale, 1923-31 = 100) 



* O I f K , JTirg 11, Nr 1, p 5, for both figures For statistics, cf pp 
356-358, below 
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fared better than industry in the National Bankas allocation of 
devisen, but no lecords exist by hich this can be definitely pi oven 
Fuithermore; the artificially high Schilling late boie more heavily 
upon industrial production, since Austiia exported preponderately 
m this category, and it affoided corresponding piotection to agri- 
culture Figs 5 and 6 reveal a wholly artificial recovery of domestic 
agricultural prices piecisely thiough the period of most extensive 
exchange control (latter pait of 1931 through 1932), when industrial 
prices both at home and abroad continued to sag and foreign agri- 
cultural products continued their downward course in price 


Index op Production, Exports and Imports by Value, 
Excess op Imports (Index Base 1929 = 100)* 
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Extensive import piohibitions upon agriculture, put mto effect in 
June, 1932, offset the v^eakening of agiicultural protection through 
the departures fiom Schilling panty on the ^^piivate dealing’^ 
maiket 

In the Austiian foreign tiade, the effects of exchange contiol 
aie again mingled with general causes, and Fig 7 leveals the 
marked reduction m the total volume of foreign trade even befoie 
exchange control had been mtioduced But the abruptly descend- 
ing segment of the impoit and export curves from mid-1931 to the 
end of 1932, while it undoubtedly reflects the composite operation 
of depression and all spontaneous and artificial factors mihtatmg 
against international trade, does coincide approximately with the 
period of ‘^attempted monopoly” in Austrian exchange control 
The continuance of both expoit indices for four years thereafter 
(1933 through 1936) at a low level of 40 pei cent of 1929 values,^ 
despite the dramatic improvement of production, rests on the 
prevalence in world trade of clearings, expoit and import quotas, 
import piohibitions, high protective tariffs and exchange control 
and, more specifically foi Austria, the lack of commercial treaties 
with Hungary and Czechoslovakia During this quadrennium, 
however, world trade proceeded at levels even slightly lower — 
35 per cent, 34 pei cent, 35 pei cent and 37 per cent of 1929 values 
Thus Austria was able, by virtue of the abandonment of the official 
Schilling parity and the rationing of devisen, to escape with a pen- 
alty upon its foreign trade slightly less than that imposed by more 
autarkic countries 

Because of the short duration of exchange control m the nairow 
sense and the employment of maiket exchange rates m most of the 
important clearings after 1932, it is difiicult to discover stiikmg 
dislocations in Austrian trade with particular countries due to 
exchange control in isolation The most conspicuous changes 
assume a nearly seculai character antedating exchange control, 
and are for the most part asciibable to efforts of Austiia and her 
chief tradmg partners at self-sufiiciency ^ But the situation is 

1 The indices m Fig 7 show movements of exports and imports by 
values, but investigations by the Austrian Institute for Cycle Research 
reveal that the indices also are reliable for changes in volume Cf 0 I f K , 
Jhrg 12, Nr 2, p 52 

2 On the side of imports, Czechoslovakia dechned steadily from first 
importance m 1922 with 23 6 per cent of the total to 11 per cent in 1937 
through the loss of the Austrian market for wheat, fuel, textiles, and sugar, 
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otherwise if, instead of regarding each country sepaiately, we group 
together ail the clearing countries to contrast mth countries 
having free pa3nnents m such an anangement the aggregating of 
changes, each small m itself, in tiade with particular countnes 
ascnbable to the presence oi absence of cleanng reveals a stnlang 
metamorphosis Studies made by the Austrian Institute for Cycle 
Research, beginmng with 1935 after the virtual abandonment of 
exchange contiol, except for the clearings, and hence revealing this 
factor m a fan degree of isolation, give the follow mg results 

Percentual Sharb Of Clearing Countries 
IN Austrian TRmB 
(January-September Values)* 

1935t 1936 1937 




Imports 

Exports 

Imports 

Exports 

Imports 

Exports 

Clearing 

Volume 

63 9 

77 3 

85 9 

79 2 

81 4 

77 4 

Countries 

Value 

53 3 

57 7 

5S4 

62 6 

54 3 

57 7 

AH Other 

Volume 

361 

22 7 

141 

20 8 

18 6 

22 6 

Countries 

Value 

46 7 

42 3 

41 6 

37 4 

45 7 

423 


•OlflC Jhrg 11 Nr 11 p 240 cf also Jhrg 11 Nr 9 pp 191-192aiid Jbrg 12, 
Nr 2 pp 61-60 

t Poland 13 omitted in 1935 figures not having yet adopted exchange control 

Disregarding the absence of Poland m the 1935 figures for 
clearmg countnes, their share of Austrian imports lose by volume 
from 63 9 per cent to 81 4 per cent and by value from 53 3 per cent 
to 54 3 per cent over the years 1935-*37, whereas the share of non- 
cleanng countries fell by volume from 36 4 per cent to 18 6 per 
cent and by value from 46 7 per cent to 45 7 per cent Because of 
the fixity of prices in clearing countnes and the substantial nse of 
prices on free markets, the value figuies belie the actual sharp 
deflection of imports to clearmg countnes ^ On the side of exports 

Since 1927 Germany has been the chief source of imports, accounting for 
21 per cent in 1930 and 16 3 per cent in 1937 Hungary has held third place 
m importance, varying but sightly from a norm around 10 per cent (e g 9 
per cent in 1937), and Italy at fourth place has accounted for 4-5 per cent of 
total imports On the side of exports, these four countries have accounted for 
roughly half the total, with Germany agam leading Its importance, however, 
dechned slowly through the period 1930-1937 from 17 per cent to 14 9 per 
cent, though the beginmng of the dechne dates back to 1928 Czechoslovakia 
lost ground from 1930 to 1937 from 12 S per cent to 7 1 per cent, whereas 
Hungary and Itab both gamed, the former rising from 7 per cent to 9 1 per 
cent and the latter from 10 per cent to 14 per cent The fairly satisfactory 
working of the clearing supported Austrian exports to Hungary, and the 
Home Agreements increased exports to Hungary 

1 Ibid Jhrg 11, Nr 11, p 240 
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there was no iret change over the yeais 1935-37, 77 per cent by 
volume and 58 pei cent by value going to clearing countries and 
23 per cent by volume and 42 per cent by value going to other 
countiies Comparison of expoit and impoit figures indicates the 
probability that it was an effoit — for the most pait not successful 
— to diaw upon ciedit clearing-balances which accounts for the 
deflection of impoits to clearmg countries 

Beside its influence upon international tiade, exchange con- 
trol affects the foieign value of currencies One would expect that 

The Price of Gold in Austria* 

(As Per Cent op Parity) 



Fig 8 

* O I f K , Jhrg 6, Nr 9, p 132 The figure has been extended through 
July 1933 For statistics, cf p 360, below 


exchange control would reveal itself in short-run variations m the 
value of the Schilling, but that the basic factors would prove to be 
such determinants of purchasing power parity as the lelative 
movements of domestic production and money These expecta- 
tions appear to be fulfilled The couise of the price of gold in 
Vienna^ shows short irregularities which will piesently be explained 
in terms of control measures, but the eventual level of 128 per cent 
of par, reached by July, 1933 (cf Fig 8, above), is almost the exact 
reciprocal of the movement of the index of pioduction from 79 
m April, 1931, just befoie the Credit Anstalt failure, to 65 in July, 
1933 (cf Fig 7, p 61), with the total of central-bank sight lia- 
bilities and notes lemaining at approximately the same amount 

1 By a strange anomaly tbe publication of the price of gold at the Mint 
was never forbidden, even duiing the months of most rigorous attempts at 
mamtaming official parity 
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(1,100,000,000 Schillings) at both dates (cf Fig 1, p 31) Other 
comparisons yield similar results Gold piemia during the latter 
part of 1931 and 1932 fairly closely reflect the lag of Austrian prices 
downward m comparison with Germany (cf Fig 9, below) and the 
Umted States (cf Fig 3, p 34 and Fig 10, p 66) In Fig 10 the 
movements of Zuiich quotations on Schilhngs (le^^ersed to show 
what Swiss franc quotations would have been m Vienna had they 
been permitted) and the Vienna quotations on a favorite Swnss bond 
describe courses resemblmg the variations of the gold price 


Austrian Sensitive Prices* 

(As Per Cent op German, January 1928 = 100 ) 



Shorter variations m the value of the Schilling are associated 
with certain phases of exchange control The late November and 
early December, 1931, peak m the puce of gold (142 per cent of 
par) and of A-K Bonds seems to have been caused by the pressure 
of capital flight cair3ang foreign devisen and valuta vBlues beyond 
purchasing power parity The evasion device of ^'export against 
Schilhngs,'^ thriving between the Thud and Fourth Devisen Laws, 
permitted an effective capital flight wathout resort to devisen or 
valuta When this piactice was stopped by the Fourth Devisen Law, 
and it was also made illegal to accept payment for exports m 
foreign securities, the A~K Bonds declmed, but gold prices rose, 
through Januaiy The accession of Dr Kienbock and the begin- 
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mugs of piivate clearmg m Febiuary, 1932, gave the exchange 
market leassurances and permitted a fall of foreign exchange and 
security values toward their eventual equihbrium level But this 
was also the time when the early gold-pai clearing gave rehef to 
importers and removed their pressure on devisen, a change reflected 

Indices op the Depkbciation of the Schilling* 



* 0 I f K , Jhrg 7, Nr 4, p 64 For statistics, cf pp 353-355, below 

in the marked fall of gold prices to 117 per cent of parity The 
termmation of Itahan, Jugoslavian, and Swiss clearmg in Maich, 
and the subsequent necessity for hquidatmg unpaid Austrian 
balances swung the pendulum in the other direction by the end of 
the next month During May both the prices of gold and A-K 
Bonds reached a point above their final levels at a time when 
maturities were particularly heavy and the Transfer Moratorium 
was imminent FoUowmg its provisional intioduction on June 27, 
rehef given the balance of payments produced a sag m gold price, 
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A-K Bonds, and Swiss exchange curves until Maich, 1933 There- 
after the giadual lesumption of tiansfei laised the curves some- 
what, until finally a position of apparent equihbrium was leahzed 
by the eventual gold premium of 28 per cent 

Conceding, as do some of the most intransigent foes of 
exchange contiol, that interferences with exchange lates and 
transactions m Octobei, 1931, could scarcely have been axoided, 
what IS to be said of the actual comse of events m 1932*? All official 
orgamzations representing industry, commerce, and trade^ came 
sooner or later to demand in categoric terms the removal of 
exchange control, and they were seconded by economists connected 
with the Austrian Institute for Cycle Reseaich ^ The Chamber of 
Commerce actually recommended^ deflation sufficient to restore 
the parity of the Schilling, but by mid-summei of 1932 the de facto 
depreciation was geneially accepted as the appropiiate basis for 
returning to free payments ^ 

Admitting the desiiabihty of clearing away the hampermg, 
ineffective and costly^ appaiatus existing at the end of 1931, one 
must sympathize with the cautious course pursued by the National 
Bank At that time the great obstacles to immediate and complete 
abohtion of control were four the foreign and domestic debts, the 
dubious state of pubhc psychology regarding the standard, and the 
question of secuimg payment for exports to exchange-control 
countries Both the Biums agreement and the Bank for Inter- 
national Settlements-Bank of England credits were being renewed 


1 Including the Genossenschaftsverbande des Ge^erbes und der ICauf- 
mannschaft, the Hauptveiband der Industrie, the HandelsLammer, and the 
Vienna Borsekammer 

2 E g Oskar Morgenstern, Neues Wienei Tagblatt, February 3 and Sep- 
tember 10, 1932, Fritz Machlup, ibid , November 11, 1932, Gottfried Haberler, 
ibid , August 14, 1932 

3 (5 Wiener Kammer fur Handel, Industrie, und Geweibe, Geschafts- 
bencht uber den Monat Marz, 1932, pp 47-49 

4 Eg, Neues Viener Tagblatt, September 20, 1932, Arbeiter Zeitung, 
October 11, 1932 

5 The following is an estimate of costs of its own exchange control depart 
ment dunng the tot four ;>ears put at my disposal by the Austrian National 
Bank 


1931, October 9 to December 31 

1932 

1933 

1934 

1935 half year 


Employees 

8527.000 

1.328.000 

635.000 

246.000 

134.000 


Supplies 

8141,000 

103,000 

46.000 

27.000 
5,000 


Total 

8668,000 

1,431,000 

581.000 

273.000 

139.000 
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for six-months mtervals only, the Credit Anstalt Agreement was 
still farfiom a satisfactoiy formulation, and the devisen reserves of 
the National Bank weie being depleted by the remaimng debt 
service Furthermore, no one could advance a ready solution to the 
iiddle of domestic debts expiessed in foreign cuirencies, the process 
required time not only for a crystallizing of opinion and elaborating 
of details, but also foi bringing lecalcitiants to the realization 
that compromise would be necessary Again, although it was stated 
by the proponents of immediate removal that 90 per cent of the 
population already recognized the de facto Schilling devaluation, 
this ^^population’^ must be lestncted to bankers, biokers, leading 
merchants, exportei s and importers The man on the street scarcely 
reahzed the fact even ultimately, since devaluation was never made 
public, its recogmtion m 1932 might easily have loosed a disastrous 
velocity inflation and a renewal of the capital flight Even under 
conditions pievailmg prioi to March, 1938, alter the foreign 
debts had been completely funded, the principal i educed, and the 
service of the debt lessened by conversions, and after the problem 
of the domestic foreign currency debts had largely been solved, a 
modicum of control persisted The stabihty of the Schilhng despite 
gold-bloc devaluations had viitually removed any thieat of panic 
psychology But, as President Kienbock pointed out,^ two circum- 
stances reqmred the retention of formal control Clearing agree- 
ments are generally terminable on short notice by either countiy, 
without exchange control the Austrian Bank would have been left 
without authonty to impose a defensive freezing of foreign bal- 
ances to force settlement of its own claims The action of both 
England and Italy m empowering the cential bank to introduce 
“compulsory clearing^' in emergency is a parallel to the power 
retained in Austna under the Devisen Acts by the National Bank 
In the second place, so long as contiguous countries exercised 
exchange control, it was necessary for Austria to contiol payments 
in order to avoid abuse of the tiansit trade, since otherwise third 
countries could have paid meiely in clearing balances while the 
Austrian transit film would have had to pay the original exporter 
in devisen 

1 Mitteilungen, ioc cit , pp 329, 331 
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The Incoepoeition op Austeia. into the Geeman 
Exchange Conteol System 

In the cases of the Saar in March, 1935, and Sudetenland in 
October, 1938, the existing German exchange contiol laws were 
applied in their entuety by one decree Because of the greater 
magmtude of the undertaking, the complexity of pioblems, and a 
necessary considering of political possibihties, the German authon- 
ties proceeded in the case of Austria very circumspectly, at first 
retaining the “de\isen frontier’^ between the tvo countxies com- 
pletely, and then only by a senes of tentative steps arriving at the 
assimilation through a general recodification of devisen laws on 
December 12, 1938, exactly mne months after the pohtical change 

Inasmuch as prices in Austna before annexation lay consider- 
ably lower than the Geiman level at the old clearing ratio of two 
Schillings to the Reichsmaik, it was necessary to choose between a 
nse of Austnan prices, if the old relation were retained, or a simple 
recognition of the higher real value of the Schillmg, if price stabil- 
ity were preferred The first alternative was at first ofiSicially 
adopted, but the German Chancellor on March 17 decreed the 
official Schilhng-Mark ratio to be S3=Ilm2, choosing thereby to 
avoid the pohtically unpalatable upward adjustment m Austiian 
prices At the time of its introduction the 3 2 relation seems to 
have approximated the Austrian-German purchasing-power parity 
based on costs of hvmg, so far as this may be computed despite 
diflterences m kind and quahty of consumeis goods and services 
Substituting the 3 2 rate for the old 2 1 clearing rate made German 
exports to Austria cheaper by 25 per cent and Austrian exports to 
Germany dearer by 33 3 per cent, and approximately removed arti- 
ficial distortion of trade between the two countnes If a computa- 
tion IS made over the official value of the mark,^ imports from other 
countnes than Germany became cheapei by 30 6 per cent and 
exports dearer by 44 per cent, the divergence between the second 
pair of percentages and the first being explained by the fact that 
the 2 1 Austnan-German cleanng late had already recogmzed a 
small percentage of depreciation m the Mark If a computation of 
the change m the effective rate of exchange for Austria were 
earned out over the Mark rates actually prevaihng m German 
clearings and sales of blocked Marks, considerably lower per- 

1 As was done in [0 ] I f K , Jhrg 12, Nr 7, p 178 



70 EXCHANGE CONTROL IN CENTRAL EUROPE 

centages would be given than 30 6 per cent and 44 per cent, but 
since the items as well as the souice and destination of trade would 
be quite different for Austria before and after annexation, the 
results would be rathei fanciful Aside from this unreahty these 
percentages indicate the aitificiahty of the oflBcial Maik value as 
imposed upon the Austrian economy with lefeience to non- 
Geiman trade 

On the second day after the proclamation of German sovei- 
eignty, payments abroad in domestic oi foreign bills of exchange 
were forbidden to private parties, as was also the export or import 
of Austrian and German curiency To cope further with the 
immense pressure of flight capital, the authorities hmited with- 
drawals from demand and savmg accounts to 1,000 Schillings 
weekly, and the gamut of precautionary measures was subsequently 
run through — limitation of money for foieign travel to the 
equivalent of 50 Schilhngs, compulsory sale of precious metals, 
foreign securities, devisen, and money to the Reichsbank, blocking 
of emigrants' bank accounts, etc Curiously enough, the channel of 
evasion through ^^export against Schilhngs,'' which bad flourished 
as a mode of tiansferring flight capital under Austrian exchange 
control in late 1931 (Cf p 40), enjoyed a brief lesurrection until 
the practice was stopped by the Geiman Devisen Office in Vienna 
by decree of May 21 ^ The Second Devisen Law of June 1 apphed 
to Austria the system of ^^Number Conti ol" utilized in Germany 
to cope with capital flight effected by smuggling out domestic 
money, purchasing Geiman securities abroad, and secretly bring- 
ing the securities back into Germany (repatriation) 

Imposition of the German Standstill and Moiatonum decrees 
upon Austria followed as a matter of couise Formally the step 
was not taken for shoit-term foieign debts until November, 1938, 
possibly because the sum owed by Austrian banks and industries 
did not exceed 47,000,000 Schillings The long and medium term 
debts of 1,834,400,000 Schillings m 1937 came under the Mora- 
toiium law of 1933 by a decree of Apul 29, requiring Austrian 
debtors to pay into the German Conversion OiBace and offeiing to 
creditors the choice of blocked accounts oz the regrantmg of loans 
at reduced interest As for the Austrian public debts, Germany 
declined on prmciple to recognize them, on the giound that they 
had been contracted to prevent the Anschluss Nevertheless, after 

1 Devisenarchiv, June 7, 1938, pp 547-548 
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threats of compulsory clearings on the pait of creditor nations and 
protracted negotiations, agreements v^ere ai rived at vaih England, 
Holland, Switzerland, and France, embracing 55 per cent of the 
creditor inteiests English creditors fared best, wnth full servicing 
of the loans of 1933-53 and 1934-59 an interest reduction fiom 
7 to 5 per cent upon the Federal Loan of 1930, and 50 pei cent 
transfer upon the ‘^^ervice of others The Dutch secured neaily as 
good terms, but in the case of Swntzeiland and France existing 
transfer arrangements between Germany and these countries were 
simply applied without prefeiential treatment of Austrian loans 

The measure of creditois’ success largely depended m these 
cases upon the size of the cieditoi country's adverse balance of 
trade with Germany Since the Umted States had a favorable 
balance, it was unable to secure concessions, and fell therefore 
under a blanket offer made by Germany, still lef using any formal 
recognition of obhgation to Austrians creditors, to convert the 
holdings to a Reich Loan at per cent with a 2 per cent sinking 
fund without transfer 

The proclamation of the new Schilhng-Maik latio immediately 
raised complicated issues as to the terms of settlement of outstand- 
ing commercial obhgations So far as concerned foreign debts or 
credits in terms of a foreign currency, it was immediately decided 
that until April 25 devisen w’-ould be bought and sold by the 
National Bank at the last quoted rate on Schillings on the old 
private-clearing market By this arrangement Austrian exporters, 
of course, gained and impoiters lost in comparison with what would 
have been paid and demanded for dcMsenhad the Reichsbank’s 
rates been applied, but the decision was clearly not motivated by 
this consideration but rather by the desire to secure holdings of 
foreign deMsen m Austrian hands The arrangement prevaihng 
until Apiil 25 permitted the settlement of commercial debts in 
foreign currencies without loss to the creditor — either Austrian 
or foreign — m terms of foreign cuiiency 

With regard to commercial debts in Schilhngs, however, the 
question of settlement threatened to bnng certain sectors of foreign 
trade to an absolute impasse Austrian importers refused to dis- 
charge their obhgations at the higher sums in foreign currencies 
involved in the 3 2 ratio of Schillings to Maiks, while foreign 
importers could not be induced to acquiesce m the upward valoriza- 
tion of their debts m terms of their own currencies The impasse 
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was especially troublesome in the clearings, where Austria had a 
net creditor position of 134,000,000 Schillings A part of this total, 
the equivalent of 30,000,000 Reichsmarks owed by Germany, was 
immediately repaid at the old dealing late 2 1 Not until June 5, 
however, was there established any norm foi the balance On 
that date the Vienna Devisen Office declaied that the S3==Rm 2 
ratio had been intended merely for domestic relations, that obliga- 
tions in Schillings entered into befoie March 17 were not thereby 
affected, and that, aside fiom special arrangements, settlement 
would be made on the basis of the last private-clearing quotation 
on Schilhngs This decision put the Austrian expoiter who had 
sold for Schilhngs in a position exactly the reverse of that which 
would have resulted had the sale been made in terms of foreign 
curiency in the present case he received the equivalent of only 
70 Schilhngs m payment of an invoice for 100 Schillings The same 
inequities appealed in the settlement of Austrians unfavorable 
dealing balances 

The process of incorpoiating Austria into the German trade 
system would have been lendeied still more difficult by the auto- 
matic increase m all piotective tariffs entailed by raising the 
Schilling to the overvaluation attaching to Mark currency By 
decree of June 23, the customs duties, which by a quaint anach- 
ronism had been stated in terms of the old Austrian gold crown, 
were henceforth reduced to their pre-March level by computing 
the crown at a rate of 90 Reichsmaiks instead of 1 22 

In the economic relations of the Altreich with the new Ost- 
mark, the German authorities introduced many precautionary 
measures against a cataclysmic alteration of production and price 
conditions, paiticularly in the old Austiian temtory Although 
German tariffs upon Austrian goods were removed almost immedi- 
ately — on March 26 — Austrian tariffs upon Geiman goods were 
at first maintained However, every import into Geimany required 
m advance a permit from the Geiman Import Control Office 
{UherwaGhungsstelle)^ ostensibly “to prevent denuding Austria of 
law materials ” A law preventing acquisition by citizens of the 
Altreich of new or old busmesses or securities belonging to citizens 
of the Ostmaik was maintamed with gradual relaxation even after 
June 1, when the “devisen frontier'^ between these legions was 
abohshed Gradually the Austrian tariffs on German goods were 
reduced by measures mtroduced on April 7, 23, 26 and on July 1, 
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and their complete lemoval followed on October 1 Even then foi 
several months expoiters and importers m both parts of Germany 
under certam officially inspired ^territorial protection agreements’’ 
were pre\ented from invading pie\nousIy existing market teiii- 
tories 

The imposition of “price-stops/’ beginmng with a decree of 
March 18, has appaiently a permanent character, their pre'^ence 
interferes with the effort to trace economic con^sequences of the 
Anschluss The number of unemployed was reduced, according to 
German statistics, from 403,643 in Apnl to 112,745 in Novembei, 
1938 Nearly all significant indices, including the index of pi educ- 
tion, have not been carried forward, and it is impossible to isolate 
m the available trade statistics the share of German foreign trade 
cained on by the foimer Austrian territory Until August, 1938, 
statistics of car-loadings for imports and exports exclusne of the 
Altreich were available and revealed an 18 per cent shiinkage in 
imports and a 33 per cent shrinkage m exports m the five months 
Apnl-August, 1938, compared with the prexious year, despite a 
revival of world trade ^ Complaints have been heard concermng the 
dechne of the Ostmark textile and paper industnes and the Vienna 
luxury goods exports Although the loss of foreign trade as 
measured m car-loadings is more than offset for both exports and 
imports by increases m trade with the Altreich, the dechne of 
Austrian foreign trade is m many respects more significant for 
Germany as a whole, especially m the hght of its 433,000,000 
Reichsmark adverse balance in 1938 

1 0 I f K , Jhrg 12, Nr 8, pp 200-201 



Chapter III 


HUNGARTS STRUGGLE WITH AGRICULTURAL 
DEPRESSION AND INDEBTEDNESS 

Economic and Financial Conditions op 1931 

The dibaster which overtook Hungaiy in the summer of 1931 
had its roots in four adverse developments, m addition to the back- 
ground of woild depression, in the years preceding (1) the excessive 
capital imports of the period 1924-1930, and (2) the defects of the 
banking system, but moie immediately (3) the movement toward 
agricultural autarky in Europe, and (4) the general dechne of 
agncultuial puces 

Between 1924 and 1930 Hungaiy boirowed 2,026,000,000 
pengo,^ one-fouith of which was at shoit term ^ Of this tremendous 
sum, 50 per cent went into federal and communal investments, 
made without much refeience to pioductmty m a techmcal sense, 
and 40 per cent went to agriculture, wheie a laige pioportion was 
absorbed simply m the division of property rights ® Agncultuial 
property accumulated mortgages to 37 per cent of its value ^ The 
country had become onented to a continuous capital influx, a '^pi os- 
perity fever^^ infected boriowers and lenders as well, especially the 
American But a reflux of securities began m 1929 capital import 
sufficed only for the debt service, and during 1930 capital was 
withdrawn from Hungary on balance, reducing the reserves of the 
National Bank by 100,000,000 pengo, oi one-thud At the time of 
the ciedit crisis m 1931, total foreign indebtedness amounted to 
4,310,000,000 pengo, with not more than 2,470,000,000 pengo at 
long term ® The pei capita foieign and domestic indebtedness of 
613 pengo m 1931 was the largest in Europe, half again as laige 
as Geimany's or Austiia’s Even for the years 1926-1929 the aver- 

1 Office Central Boyal Hongrois de Statistique, Donnees de Statistique 
Economique, 1928-32 (Budapest, 1933), p 9 

2 Dr Anton fiber, Ungarisches Wirtschafts-Jahrbuch, Vol 8 (Buda- 
pest, 1932), p 322 This yearbook hereafter abbreviated as XJng Wirt Jhrb 

3 Georg Kem^ny, Osterreichischer Volkswirt, September 5, 1931, 

p 1286 

4 Idem , Pester Lloyd, January 6, 1933, p 11 

5 Magyar Statisztikai Szemle, Vol 10, No 8 (Budapest, August 1932), 
p 677 
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age per capita income was only 514 pengo per annum, according 
to Professor FellnePs calculations, and hy 1931 it had sunk to 
360 pengo ^ 

situation of the banks was satisfactory a representa- 
tive of the leading Budapest banking orgamzation repoi ted on May 
15, 1931 2 Within a few weeks, however, the banks weie found to 
be m a highly ilhquid condition, and only extensive government 
aid prevented wholesale insolvencies As the League of Nations 
enqmry points out,^ the peculiaily intimate association of banks 
with industry in Hungary, and the meigmg of all types of banking 
business m the same institution, including commeicial and mort- 
gage operations, rendeied the whole credit structure particularly 
vulnerable to weakness in any one quarter, foi example, in agricul- 
ture Within a six-year period from 1925 discounted bills increased 
from 651,000,000 to 2,010,000,000 pengo, moitgage loans from 
practically nothing to 668,000,000 pengo, while the foreign shoit- 
term obligations mounted to 823,000,000 pengo 

Meanwhile in continental Euiope theie w’^as developing in the 
chief markets for Hunganan gram an approach to self-sufficiency 
which would eventually have brought the country to gxief, even 
without a woild economic depression Fiance succeeded by pro- 
tectiomst measures in raising the yield per hectare of her wheat 
lands from 13 9 quintals in 1924 to 17 1 qumtals m 1933, Germany, 
during the same span, from 16 6 to 24 2 quintals ^ German wheat 
imports dechned from 14,448,000 to a mere 3,000 quintals over 
these mne years® The consequence of European agncultural 
autarky, conjoined with competition of American grains produced 
under revolutionary cost reductions, was a catastrophic reversal 
for Hungary Both in value and volume her exports had inci eased 
far more than any other country's in the last two prosperity years, 
1927 to 1929 ® But even at the average pnces obtained for farm 
products from 1925 to 1927, the value of Hunganan agricultural 

1 League of Nations, Quarterly Eeports on the Financial Condition 
of Hungary (hereafter by the author’s name) Eoyall Tyler, First Quarterly 
Eeport (January 12, 1932), p 10 

2 The Stock Exchange Gazette (London), Vol 31, p 1139 

3 League of Nations, Commercial Banks (Geneva, 1934), p 133 

4 P N Panaitesco, Les contingentements dans ies relations commer- 
ciales avec les pays agncoles (Pans, 1935), p 9 

5 Ibid , p 25 

6 ActuaUy by 140 per cent Cf League of Nations, Course and Phases 
of the World Economic Depression (Geneva, 1931), p 126 
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expoits declined from 936,700,000 pengo m 1929 to 920,500,000 
pengo in 1930, and to 680,400,000 pengo in 1931 

In addition there was the precipitous fall in world prices, 
especially for agriculture, which notoriously reacts to a decline of 
values by mamtaimng production World agricultural production 
on a 1925-1929 base stood at 104 in 1929, 103 in 1930 and 1931, and 
102 in 1932, whereas the indices of industrial production were 114 
in 1929, 101 in 1930, 86 m 1931, and 73 in 1932 ^ Inexoiably the 
^^agricultural price shears^^ reduced the ratio of agricultural puces 
to non-agncultural wholesale prices from 103 7 per cent in Decem- 
ber, 1929, to 82 per cent m December, 1930, and 65 4 per cent m 
December, 1931 ^ The collapse of agricultural values, operating 
together with the decrease m physical volume of exports to 
autaichic countries, produced a dechne m Hunganan agricultural 
exports, taken at their actual values, from 887,700,000 pengo m 
1929 to 745,700,000 pengo in 1930 and 431,600,000 pengo m 1931, 
or to less than half in two years ^ The accentuation of this tendency 
through 1932 and its peisistence thiough 1934 help to explain the 
contmuance of exchange control in Hungary 

The Introduction op Exchange Control, Moratoria, 

AND Standstills 

The advent of exchange control is marked by three penods, 
the first extending from the failure of the Credit Anstalt to the 
bank holidays m July, 1931, the second to the middle of August, 
and the third to the moratorium at the end of the year ^ When the 
balance sheet of the Credit Anstalt appeared on May 8, a run was 
begun upon the Hunganan General Credit Bank, holding nearly a 
third of Hungary's 823,000,000 pengo short-term banking obliga- 
tions to foreigners Withdrawals shoitly mounted to 45 per cent 
of the bankas habihties Possibly the situation was less acute than 
m Austria, since the Geneial Credit Bank embraced not more than 
20 per cent of the habilities of the ten leading banks of Budapest 
Even so, the Hungarian National Bank advanced its lediscount 
rate on June 15 fiom 534 7 per cent and began negotiation with 

1 Z Ko6s, Central European Agnculture and the Pioblems of Foreign 
Debts {Budapest, 1934:), p 6 

2 Ungansches Institut fur Wirtschaftsfoischung, Vol 25, p 56 Here- 
after referred to as U I f W Of Fig 15, p 99 

3 Ibid , p 40 

4 Richard Quandt in Ung Wirt Jbrb , Vol 8, pp 283-294 
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foreign banks for the floating of an Emergency Loan to the 
Tieasury Free exchange and payments ^ere maintained, despite 
a shrinkage of gold and devisen reseives from 47 9 to 39 4 per cent 
o\er the two months, as portiajed m Fig 11, p 91 

On July 13 came the failuie of the “Danat^^ Bank and the 
declaiation of bank holidays m Geimany Hungary followed suit, 
closing the banks until the 17th and the Stock Exchange mdefi- 
mtely ^ The fiist decree monopolizing the foieign exchange market 
and forbidding outwaid payments without permission of the 
National Bank was published on July 17 The weeks immediately 
following witnessed a fever heat of pamc Note ciiculation fioni 
the noLiddle of July to August 7 expanded by 159,000,000 pengo to 
a peak for the yeai of 504,000,000 pengo and central bank support 
of institutions suffering withdrawal necessitated an expansion of 
its bill portfoho from 244,000,000 pengo on May 7 to 608,000,000 
pengo on August 7 ^ 

Events m mid*-August, however, combined to reheve the crisis 
Ariangements for an Emergency Loan, which had been going 
forward since the run on the General Credit Bank, came to fruition 
on August 14 m the formal “Pans Agreement '' Through the inter- 
mediation of the Bank for International Settlements and vanous 
central banks, the Hungarian Government placed 139,000,000 
pengo in Treasury Certificates on European markets, participa- 
tions being 40 per cent by the French, 10 pei cent each by the 
Swiss and Dutch, and 30 per cent by the large Hungarian banks 
themselves This credit was subsequently extended at three- 
months intervals imtil its consolidation for three years m 1933 ^ 

August 14 also saw the passage of Hungary’s famous Gold 
Pengo Law, declaring all old debts (including bank deposits), past 
and future obhgations to the state, and all future contracts in gold 
to be gold pengo debts ^ A supplementary decree provided that, 

1 The Stock Exchange did not resume full activities until September, 1932 

2 For cential bank credit and bills discounted, cf Fig 11, p 91 

3 On October 18 1933, the National Bank of Himgary agreed with the 
Bank for International Settlement and the central banks to pay one per cent 
interest and two per cent annual amortization on 119,000,000 pengo, the 
original loan after deducting 20,000,000 pengo for a special amortization from 
gold reserves For the effect of this agreement on the Bankas balance, see 
Fig 11, p 91 and p 361 below 

4 Tne Gold Pengo La^v was not altogether without precedent in Hun- 
gary, for during the post-war inflation a ^‘Savings Crown” had been introduced 
for debts — a sort of tabular standard aiming at stability of obligations in 
terms of real values 
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until the end of August, the paper pengo was to be legaided as a 
gold pengo, and that thereafter the National Bank was to establish 
daily a ratio between the two But on August 29 the Bank was 
relieved of this duty, and the ratio, quite natuially, has never been 
published, since this would be tantamount to a devaluation of the 
pengo while all debts remained payable in gold The obligation of 
banks, particulaily, to pay in gold pengo has since pioved an 
incubus, but the bizane legislation had immediately a beneficent 
effect to secure the piivilege of effective levalonzation in case of 
currency devaluation the banks conveited their cash holdings to 
balances with the central banks, and private peisons, by the same 
token, redeposited their hoaided curiency in the banks Rumors 
on September 23 that the Bank would pubhsh a gold-paper ratio 
even produced the cuuous phenomenon of a run into the banks ^ 
Doubtless the Gold Pengo Law was oiigmally enacted in good 
faith When a gold premium of one oi two pei cent appeared on the 
black market, the Bank could see no gam m alaiming the public 
by an official acknowledgment of depreciation, and when the 
premia advanced to much laigcr peicentages, the Bank lacked 
courage to take the fateful step, though it continued to pretend 
that the Law was ‘^the pnncipal measuie for piotecting the 
currency 

Another measure m mid-August was the erection of the Hun- 
garian Guarantee Bank with a capital of 50,000,000 pengo sub- 
scribed by the government, the laige banks, and industnal con- 
cerns Its function consisted in endorsing eligible paper m order to 
increase general liquidity Although it did not begin operations 
for another year, its foundation helped to allay the panic 

The combined effect of the Emergency Loan, the Gold Pengo 
Law, and the establishment of the Guarantee Bank was such that 
on August 17 bank deposits, which had been subject to a maximum 
hmit on withdrawals of five per cent for July and again for August, 
could be hbeiated for domestic use The third phase of the early 
history of exchange control in Hungary was chaiactenzed by the 
disappearance of acute pamc, a i eduction in credit demands on the 
banks, and the elaboration of a control apparatus described in 
subsequent pages ^ Neveitheless, the contiaction of business and 

1 National Bank of Hungary, Reports Submitted to the Eighth Ordi- 
nary Annual Meeting (Budapest, 1932), p 12 

2 Prom its ma\imum of 608,000,000 pengo m August, the central bank's 
portfolio decreased to 520,000,000 pengo on October 23, and despite the usual 
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production was such that, even with a nine per cent rediscount 
rate, Hunganan prices rose by six per cent against a two per cent 
nse in gold bloc countnes from August thiough December, 1931 ^ 

Under the embargo on foreign payments imposed by the 
Devisen Decree of July 17, the National Bank continued for several 
months to permit payments m private debt service Hunganan 
commentators agree that an outnght moratonum was impossible 
in the summei and early autumn of 1931, because of its probable 
psychological effects and because of the necessity of proving to 
foreign creditors that the debt service spelled financial ruin By 
December rmn was actually imminent Ten leading Budapest 
banks had experienced a 35 per cent loss of deposits, the central 
bank a reduction of reserves from 43 to 25 per cent Had it not 
been for the 139,000,000 pengo Emergency Loan, reserves would 
have disappeaied completely, since they amounted to only 
118,000,000 pengo at the end of 1931 After deducting the neces- 
sary covei for the note circulation, only 3,000,000 pengo could be 
used for debt service, while maturities in late December and early 
January equalled 20,000,000 pengo ^ There remained only the 
resort to Transfer Suspension or Moratorium, a step taken on 
December 22 by decree that for one year all payments owing 
abroad on bonds and debentures should be made mto a Foreign 
Creditors’ Fund with the National Bank, which should undertake 
the transfer to foreign coimtries m devisen ^ Embraced under the 
Moratonum were long-term debts estimated at 2,470,000,000 
pengo with an annual service estimated at 287,000,000 pengo ^ 

As for the short-term debts, Hungary did not have the advan- 
tage of Austna m connection with the Credit-Anstalt of an early 
pnvate agreement with her chief banking creditors It was not 
until three months after the Moratonum that the First Standstill 

seasonal movement, did not exceed 589,000,000 pengo at the end of the year 
Note circulation decreased from 504,000,000 pengo to 352,000,000 pengo from 
August 7 to September 23, and to 423,000,000 pengo at the end of the year, 
or 46,000,000 pengo less than the figure a year previous 

1 U I f W, Vol 24, p 124 

2 Tyler, First Quarterly Report (January 12, 1932), p 9 

3 Hunganan National Bank, Laws and Decrees concerning the Safe- 
guarding of Normal Conditions of Economic and Credit Life (Budapest, 1932), 
pp 41-42 The League of Nations 1924 Reconstruction Loan was excepted 
from the Moratonum decree 

4 Cf respectively Pester Lloyd, January 6, 1933, p 13 and Economist, 
July 18, 1933, p 75 for these estimates by Dr Juhus Walders and the League 
Fmancial Committee 
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could be ai ranged Refeience to the cmve showing the portfoho 
of the National Bank (p 91) reveals the extensive aid given to 
commercial banks in these months, the sound appeal ance which 
their balance-sheets took on as a result probably delayed the 
Standstill Furthermore, the American representatives objected 
to the prionty of the League Loan, and attached their signatures 
to the agreement made by the others on March 31, 1932, only after 
the Hunganan default on the League Loan in July The first Stand- 
still, apphed to debts outstanding on February 1, 1932, provided 
that theie should be no discrirmnation amongst creditors, that 
interest should be paid by debtors into a blocked pengo account 
with the National Bank, and that no capital repayments should be 
made except by cancellation agamst Hungarian balances abioad 
Out of a total short-term indebtedness of 1,838,000,000 pengo, the 
Standstill included 823,000,000 pengo ^ We shall return later to 
the tortuied history of the Moratoiium and Standstill 

The History oe Exchange Control 

Regal ded from the angle of the terms upon which devisen 
were bought and sold by the Bank, the Hunganan experience 
reveals four majoi phases From mid-July, 1931, to the late months 
of 1932 a fairly hteral application of official paiity was attempted, 
any deviations assuming the aspect of evasions or specially author- 
ized exceptions The turn of the year 1932-33 witnessed a wide- 
spread recogmtion of non-par rates m the foim of an enormously 
complex array of diffeiential premia, a condition prevailing to 
December, 1935 After the introduction at this date of the scheme 
of “hnear” premia and surcharges, contiol of foreign exchanges m 
Hungary undeiwent substantial simplification and reduction, cul- 
minating in the summer of 1937 m the gradual lemoval of the 
Moratorium and the complete recasting of the Standstill The 
fourth phase, extending from mid-1937 to the present, involves a 
somewhat milder foim of exchange control with effective transfer 
of the debt service in free exchange Each phase is complemented 
by foieign-payment airangements, through dealings, compensa- 
tions and the hke, of distinctive charactei 

The general system evolved m the first year resembled the 
early organization in Austria petitions from importers for devisen 

1 Magyar Statisztikai Szemle, loc cit 
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went first to certain designated banks, then to an intermediary 
advisory authority, and finally to the National Bank The Union 
of Manufactmeis, the Agricultuial Institute, and the Budapest 
Chamber of Commeice functioned in various spheres in the inter- 
mediate capacity A few laige firms, under an arrangement 
resembhng the Austrian ^'certificates, leceived "compensation 
licenses’’ peimitting them to letain enough devnsen to pay for 
imported raw materials used in expoited goods, other firms were 
granted this privilege only ad hoc foi certain transactions Some 
exporting even at this eaily junctuie was authonzed as against 
frozen pengo, and also, by special dispensation of the cential bank, 
a practice resembhng the Austrian "piivate cleanng” began to 
gam ground Hungaiian metal industries, for example, obtained 
devisen for imported raw matenals at a 12 pei cent premium from 
expoiters of poultiy, and cotton spinners deiived devisen under 
similar terms from exporteis of beans, seeds, poultiy, and sheep- 
skins In Octobei, 1932, Piesident fiber of the Chamber of Com- 
merce estimated these transactions foi the preceding eleven months 
at 60,000,000 pengo ^ But outside these ofl5.cially recogmzed 
channels, apparently an even gieatei volume of tiade had to avail 
itself of smuggled devisen at agios ranging from 23 to 30 per cent ^ 
The initiation of formal premia and surcharges at the turn of the 
year 1932-1933 recogmzed something already approaching a fait 
accompli 

During the penod of control, when the official rate was 
actually applied, Hungary entered mto gold-par clearings with 
Czechoslovakia, Switzerland, Austria, France, Germany, Italy, 
Belgium, and Rumama, in order given, between October 31, 1931, 
and October 8, 1932 With the exception of the Austnan cleanng, 
which functioned reasonably well, because the Schilhng and pengo 
were about equally depreciated, and because the Hunganan favor- 
able balance was coveied by Austria’s payments for wheat in 
devisen, none of these clearings woiked satisfactorily The over- 
valued pengo in the relations with othei countnes piled up a total 
adverse clearing balance of 15,000,000 pengo at the half-year and 
42,000,000 pengo at the close of 1932 Furthermore, since all 
commodities were admitted to clearing, the Hunganan authonties 
complained of a loss of control ovei imports, and the complemen- 

1 Ung Wirt Jhrb , Vol 8, p 323 

2 Osterreichischer Volkswirt, Vol 27, p 227 
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tary device of direct barter or ^^compensation’’ occasionally resorted 
to, with its forced day-to-day balancing of visible exports and 
imports — and only visible items could be admitted — served 
rather to restrict than to promote trade, at least in comparison 
with clearing 

The inadequacy of devisen supplies foi industrial raw mater- 
ials at the Bank’s official parity rate and the incubus which this 
rate imposed upon Hungarian agricultural exports began shortly 
to force an extension and regulanzmg of transactions at something 
approaching real equihbrium rates On December 1, 1932, formally 
marking the begmmng of the second phase of exchange control in 
Hungary, a ^^Compensation Bureau” was estabhshed to deter- 
mine the premia to be allowed exporters for each commodity and 
country The Mimstry of Commerce admimstered the “Devisen 
Fund” which arose from exchange surrendered by exporters, and 
which was allocated to different import groups at various surcharge 
rates To receive rations of devisen from this fund, importers had 
to sign a pledge not to raise domestic pnces, despite the surcharges 
imposed upon them In Febmaiy, 1933, a “Foreign Trade Com- 
mission,” representing the various Ministries and the Bank, 
and a “Foreign Trade Office” began their advisory functions, 
attempting to encourage exports to countries without exchange 
control So far as can be determined from published information,^ 
the average premia and surcharges for the first ten months (to 
September 30, 1933) were 13 4 and 16 9 per cent, by January, 
1934, the averages to date stood at 17 9 and 22 9 per cent, and by 
January 1936 at 23 2 and 27 per cent During the course of 1935 

1 Anything approaching a true account of the agios applied during the 
1933-36 system of differential rates would be neaily impossible, since rates 
were generally ad hoc and each transaction would have to be considered 
separately No doubt the Hungarian authorities themselves desired to reveal 
as httle as possible regarding the agios, since, m the first place, it was an open 
secret that the rates depended as much upon the political or commercial 
importance, on the obdurateness or the unscrupulousness of particulai traders, 
as upon the character of the trade, and since, in the second place, the pengo 
depreciation was itself an embarrassing fact Even in the reports of the 
League of Nations representative in Hungary (Tyler, Eighth Quarterly Report, 
November 8, 1933, p 12) the progressive raising of agios was partly concealed 
by publishing only inclusive averages from the date of their institution After 
the multiple system was foimally abandoned, monthly averages were indeed 
given retrospectively (Tyler, Seventeenth Quarterly Report, January 15, 
1936, p 8), but even so they did not distmgmsh rates by ma]or categones, 
such as cleanng, compensation, and free devisen, nor, of course, by particular 
countries and commodities 
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the premia rose and the surcharges declined to brmg them to the 
same level at 25 per cent ^hen the differential system was termi- 
nated 

Except for the Austrian clearing, which persisted on the old 
basis, premia and surcharges apphed specifically to the cleanngs 
came in 1935 to be faiily uniformly 22 pei cent for fimshed products, 
20 per cent on semi-fimshed goods, and 18 per cent on raw materials 
on the export side, and 18, 20, and 22 per cent respectively for these 
three categories on the import side This uniformity arose from 
the insistence of each foreign country that it be subjected to no 
heavier surcharge than its competitors on sales in the Hungarian 
market, but the “umformity^^ is hmited to ordinary commodities 
in the cleanngs only, and the many special commodity categones 
and special combinations of rates made it largely illusory, as we 
shall presently see The resulting rates seldom completely expressed 
the real pengo depreciation, and dunng the >ears 1933-1936, save 
for two notable instances, Hungary had adverse balances m the 
clearings Indeed, in the case of Austna, the high pengo rate, 
coupled with the temptation to draw artificially high bills of ladmg 
on the part of Hungarian importers and Austnan exporters ahke, 
caused unused pengo balances to pile up m Budapest even early m 
1934 The progressive accumulation of these sums throughout 
that year and the next finally required the abolition of par-clearing 
in favor of premia and sui charges on exports and imports, as a part 
of the general reform of December, 1935 The clearing with Ger- 
many, after the introduction of the “New Plan” there in the 
autumn of 1934, and the Itahan clearing, after the launching of 
the Ethiopian campaign, were exceptional in showing favorable 
balances for Hungary 

During the second period of exchange-control history, three 
cleanngs which had functioned poorly caused resort to the cruder 
device of compensation, with Czechoslovakia, Rumama, and Bui- 
gana Hungarian authonties explain that the devaluation of the 
Czech Kj-one on February 19, 1934, not being followed by any 
sigmficant rise of pnces, made the existmg cleanng untenable 
Instead of revising the rates through premia and surcharges, the 
Hunganans went over to the daily quid pro quo of a compensation 
system with Czechoslovakia on July 12, 1934 Trade with Jugo- 
slavia had been on this basis smce the institution of exchange 
control, and the addition of Rumama somewhat later completed 
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the countries of the Little Entente Cleaiing with Bulgaria was 
terminated m favoi of compensation on July 1, 1934 Compensa- 
tion with the Entente countiies was earned on through subsidiary 
companies of the Hungaiian Geneial Credit Bank with offices m 
Flag, Bucharest and Belgiade, standing m a conespondent rela- 
tion to the home office Besides advising tiadeis as to the possi- 
bihties of arranging barters and mteipieting the maze of regula- 
tions, quotas, and special conditions, it is significant that these 
companies did a leal banking business in financing exports The 
maintenance of runmng accounts obviated the necessity of a strict 
balancing for each separate transaction, and curiously in effect 
rehabihtated clearing under piivate auspices All tiansactions 
required, of course, the consent of the National Bank, which 
imposed certain norms, e g , that trade with Jugoslavia should 
approximate all latio of exports and imports, or that Rumanian 
imports should consist of 50 pei cent of wood, 17 per cent of fuel, 
33 per cent of oil Officials of the Geneial Ciedit Bank maintain 
that profits on compensation do not exceed what commissions 
would be under free payments, outsiders, however, legard the 
business as very lucrative, particularly because of special lates 
obtained on “additionaF^ exports 

The distinguishing characteiistic of the second period extend- 
ing through 1933, 1934, and 1935 is that liteially thousands of 
pengo rates came into being, for, besides the dealing premia and 
surcharges and the decidedly ad hoc rates authorized for compen- 
sations, there weie special lates apphcable for particulai categories 
of goods, iimque rates on “additional” expoits, the use of Sperr- 
pengo at their distinctive quotations, to say nothing of differences 
arising meiely from considerations given one trader m comparison 
with the next Importing was less complex than exporting, but 
sui charges diffeied between laige commodity categories and 
between groups of countries Imports from Germany at one time 
under the clearing paid an 18 pei cent suicharge for law materials, 
22 per cent foi half-finished goods, and 25 per cent for fimshed 
goods, and about the same rates prevailed for other clearing coun- 
tnes except Austria, for which the old gold paiity was maintained 
Payments m devisen to free-exchange countries bore a fairly um- 
foim 40 pel cent suicharge at the same junctuie, though dollais 
cost 35 per cent and Swiss fiancs only 25 per cent more than par 
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Foodstuffs, howevei, paid uniformly a 60 per cent import sui charge, 
they were “charged what the traffic would bear 

The multiple late scheme had been put into opeiation on the 
theory that in Hungary's paiticulai situation price discrimination 
would yield a laigei return than umfoimity to allow such export 
premia as were “necessaiy” mth the depressed r^orld market for 
agncultural products would be to give greater piemia than many 
other classes of Hungarian expoits lequired The theory under- 
lying this policy is subject to latei enquiiy, here ve observe merely 
that, with a change m undeilying conditions, the theoiy was aban- 
doned Most sigmficant was the world-wide revival in the puce 
of agncultural products and a piogres'^ive closing of the “price 
shears^^ between agriculture and industry ^ For Hungary this 
meant an inci eased inflow of foreign devisen and a steadying of 

1 (Gf ^‘Das ungansche Wahrungssjstem,” Die Borse, August 22, 1935 ) 
Exports revealed unending diffeientiation of rates Being a peculiarly '‘export 
able” commodity, goose liver paid no premia Living fish brought a 9 per cent 
premium on 70 per cent of the devisen received from free-payment countries, 
with no premium, i e , the official late, on the remaining devisen surrendered 
Papnka brought a 20 per cent premium on 15 per cent of the devisen, if 
exported to France, a 16 per cent premium on 100 per cent of the devisen, if 
exported to Germany For seeds exported to Germany no premium was paid, 
because of the high prices obtained, but the exporter had to couple these 
sales with sales to other countries where the official rate of the Hunganan 
national Bank produced losses 

With the further comphcation of special rates for "additional” exports, 
the premia assumed for the layman something like the appearance of astro- 
nomical physics Certain standard articles in the additional export category 
followed general rules according to country of destination, for example, 
salami sold to Italy fetched a 20 per cent premium, to Holland and to Albama, 
35 per cent Exports of fat, however, commanded an 18 pei cent premium if 
sold to Germany, for England, a 50 per cent premium wis paid on the 40 per 
cent devisen receipts which had to be surrendered to the National Bank, while 
60 per cent of the proceeds could be taken by the exporter in discounted 
Sperrpengo and redeemed at par Further complications were produced by 
the existence of special export subsidies Exports of processed foodstuffs 
might secure premia in this fashion a 35 per cent premium on 20 per cent of 
the price in devisen under the "raw matenal” subsidy, offsetting losses on 
imported raw matenals, a 60 per cent premium on 50 per cent of the price 
in devisen under the "groceiies syndicate” quota, offsetting the general handi- 
cap of high costs of production in Hungary , finally, if the export was "addi- 
tional,” the remaimng 30 per cent of the price might be taken m Sperrpengo, 
thus supposedly extending sales beyond the quantity "natuially” absorbed 
by foreign markets To attempt a measure of the effects of such procedures 
as these upon Hunganan trade would resemble an attempt at a statistical 
survey of the effects produced by stirnng an ant-hill witn a stick 

2 Cf p 99 below 
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pengo quotations abroad ^ The encouragement from these gams 
on the positive side and the nuisance and uncertainty on the nega- 
tive side combined to move the Hunganan authorities to a simplifi- 
cation of rates and a liberalizing of payment arrangements during 
late November and December, 1936, the beginning of the third 
historical phase of exchange control in that country 

The simphfied scheme involved five main categories as follows 



Category 

Premia for 
Exports 

Surcharges 
for Imports 

1 

Clearing countries except Austna 

38% 

41% 

2 

Free exchange countries 

50% 

53% 

3 

“Devisen-compensation’’ as apphed to Ger- 
many 

18% 

19% 

4 

Austna 

10% 

13% 

5 

Compensation countries 

ad hoc 

ad hoc 


The rates which may be taken as basic aie the 50 and 53 per cent 
piemia and surcharges on free currencies, approximately the premia 
paid for gold in pengo currently For clearing countries, including 
after the middle of January, 1936, Belgium, France, Switzerland, 
and Turkey (besides Austria), the 38 and 41 per cent rates lepre- 
sent a much closer approach to the maiket relation than the 18-25 
per cent rates previously apphed, the persisting margin below fiee- 
exchange premia and surcharges being explained by the restricted 
applicability and delays in reahzation of dealing balances While 
the lates under clearing and fiee-exchange categones weie approxi- 
mately justified, the premia and surcharges on Austria were 
undoubtedly too low, as the subsequent accumulation of Hunganan 
debts demonstiated The figure for Austria was arrived at by 
deducting from the 38-41 per cent rates on clearing countries the 
28 per cent agio on free devisen which had established itself in 
Austria after de facto devaluation But the resulting 10-13 per cent 
premium and surcharge did not sufficiently recognize the deprecia- 
tion of the pengo, for since the end of 1933, when pengo and 
Schilling depreciations were approximately equal, the index oi 
Hunganan wholesale prices indicating the course of export pnces 
had nsen by 18 per cent, whereas the Austrian index, even of 
sensitive prices, had advanced by only two per cent ^ As for the 
Maik, which had depreciated by about one-fourth as against a 

1 Gf pp 102, 103 below 

2 Cf Fig 12, p 92 
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one-third depreciation of the pengo, the Hunganan premium and 
surcharges of 18 and 19 per cent seem to be approximately correct, 
though an overvaluation of the Mark later developed from the 
retention of these rates A new term, ^‘De\usenkompensation/^ 
which made its appearance at this juncture, coupled with the 
announcement that the Hunganan and German banks were to set 
the exchange rate daily, created the impression that something 
approaching a free rate was being introduced Actually, since the 
rates were not so adjusted, devisen compensation proved to be 
merely anothei name for cleanng It came to be known also that 
the 18-19 per cent rates for Germany weie quietly departed from 
for certain commodities ^ However, it vas not the clearing rates, 
but rather the policy of Germany m systematically exploiting the 
clearings, which lay behind a balance of 25,000,000 pengo in Hun- 
gary's favor by June, 1936 ^ After eight months more of ^^favor- 
able” trade balance, the Hunganan authonties are said to have 
threatened m August, 1937, to sell their Mark balances at any price 
necessary to clear the market Instead there was introduced the 
^Xoro system,^’ providing that, beyond a certain accumulation of 
Mark balances, the Reichsbank^s Hunganan account vas to accept 
payments only if equal pa5Tiients for Geiman exports were made 
into the German account m Budapest ® 

Despite undoubted benefits to the volume of foreign trade 
attending the rate simphfications of early 1936,^ Hungary made 

1 Easier Nachrichten, January 11, 1938 

2 Economist, June 20, 1936, p 673 

3 Georg K^ldor, Georg Kem^ny, Josef V^go, Die Volks wirtschaft 
Ungarns 1938 (Budapest, 1939), pp 192-193 Hereafter referred to as Volks- 
wirtschaft, 1938 

4 The rate simplifications were far from being as thoroughgoing, 
however, as might be inferred from the schedule given on p 98 It has never 
been divulged to what extent the simple scheme was departed from, but an 
indication may be obtained from the following data supplied to me by the 
National Bank of Hungary for one sample commodity on a given day 

Premia Granted on the Exports of Eggs on May 15, 1936 
In the French cleanng 20 per cent 

In the Italian cleanng 17 5 per cent 

In the Swiss cleanng 22 per cent 

In compensation transactions with Czechoslovakia 34-35 per cent 

In ^'free^' trade 38 per cent 

In the case of additional exports 85-88 per cent 

The consensus amongst competent observers seems to have been that there 
was nevertheless a substantial amount of uniformity, after January, 1936, and 
that it had a salutary effect on Hunganan trade 
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slight pi ogress during the year on other methods of simplifying or 
reducing exchange control, largely because of uncertainties preced- 
ing the gold-bloc devaluations Though othei members of the 
Little Entente — Czechoslovakia and Rumania — remained on a 
mixed scheme of dealing and compensation, Jugoslavia was put 
upon a ^^devisen compensation^^ oi dealing basis on January 15, 
1936, with uniform premia and suichaiges of 45 and 46 5 pei cent 
The term was also applied to an arrangement with Italy of Novem- 
ber 19, 1935, though actually it was a complex mosaic of varying 
systems, Hungarian giam exports being applied to the amortiza- 
tion of her commercial debts, ceitain commodities being auto- 
matically, others by permission, admitted to clearmg, without 
public announcement of any uniform rates of exchange ^ Trade 
with France during the first three quarters of 1936 proceeded on a 
makeshift basis over the old clearing modified to provide the 
application of 75 per cent of Hungarian expoit proceeds to com- 
mercial debts as a quid pro quo for a 30 per cent reduction m the 
pimcipal by Fiench cieditors Duiing the same peiiod Hungary 
was obhged to devote two-thirds of her export pioceeds with the 
Swiss to the amortization of commercial debts The substitution of 
a payment for a clearing agreement with Belgium on July 15, 1936, 
marked the first ot several steps toward a slight relaxation of 
exchange control during the ensuing year 

The gold-bloc devaluations in late September, 1936, inter- 
rupted current trading until, after prolonged negotiations, the Hun- 
garians were able to strike agreements with clearing partneis as to 
the exchange rates to be applied Had the devaluations been 
mechamcally countered by an equal devaluation of the pengo in 
the form of premia and surchaiges, these agios on foreign currencies 
would have had to be advanced very sharply By way of illustra- 
tion, a foieign devaluation of one-third on a cuirency cairying a 
40 per cent agio in Budapest would have required a 210 per cent 
agio ^ In point of fact, the agios were advanced much less — for 
France and Switzeiland from 38 and 41 pei cent to 50 and 53 pei 
cent, foi Czechoslovakia from 40 and 43 per cent to 45 and 46 5 
per cent, and for Italy, where the lates had not previously been 

1 Tyler, Seventeenth Quarterly Report (January 15, 1936), p 10 

2 To offset a one-third devaluation abioad the pengo woiild have to be 
devalued by a reciprocal advance of agios, thus, 3/2 x 140 per cent =210 per 
cent 
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annouiiced, from a lower le\ el to 40 and 43 per cent at first and 
to 47 and 48 per cent later The relatively high level of domestic 
prices m the gold-bloc countnes previous to de\ aluation makes it 
appear improbable that a full meetmg of their exchange-rate 
reductions was necessaiy But it also seems improbable that the 
Hunganans sufficiently devalued the pengo in these clearing rela- 
tions, for m the yeai following exports to the five countnes involved 
dropped by 16 per cent m relative share of total Hunganan exports, 
Vi^hile imports rose by five per cent 

When the Swiss cleanng agreement expired on Maich 31, 1937, 
transition measures provided foi the hquidation of Hungarian 
debts, and a payment agreement providing for a fiee account in 
the Hunganan National Bank, with the settlement of balances m 
free devisen, supplanted the old cleanngs On Apiil 19 cleanng 
came to an end with France, payments bemg carried on similarly 
by free accounts in the two national banks and by settlement of 
balances m free devisen Two furthei steps in the hberahmtion of 
trade appeared m the tiansfei of Bulgaria and Turkey on Apnl 20 
and July 1 from the category of compensating to cleanng countries 
Thus the year and a half of strong economic revival in Hungaiy 
from early 1936 to mid-1937 witnessed the institution of devisen 
payments with Belgium, France, and Switzerland, the abandon- 
ment of barter for clearmg with Eumama, Bulgana and Turkey, 
and, as we shall see presently, the culmmation of liberalizing efforts, 
after the debt regulation in the summer of 1937, m the lesumption 
of free-exchange debt service 

The fourth epoch in Hunganan exchange control, character- 
ized by effective tiansfer of the debt service but also by a decline 
m volume of pioduction from the mid-1937 peak, has brought only 
one measure which could be considered as a continuation of the 
more hberal exchange pohcy begun in the third penod On January 
15, 1939, the depieciation of pengo cuiiency was recognized in a 
formal way in the ‘^writing up” of National Bank gold and devisen 
reserves by 50 per cent, coi responding to pieima paid on fiee 
devisen In lelations with foreign countnes, neaily all the foieign 
trade agreements of the previous penod have been lenewed with- 
out noteworthy change ^ 

1 Cleanng with Italy, \\hich functioned pooily in 1937 because of 
Italian measures to exclude Hunganan cattle and the requirement that a 
portion of Hungary's wheat exports be paid for in free devisen, has repeatedly 
been the subject of prolonged negotiations, yielding nothing but an extension, 
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Economic Developments tinder Exchange Control 

A Money, ProdmUon, Prices, and Exchange Rates 

The financial and economic history of Hungary under exchange 
control IS dominated by the successive phases of world depression 
and recovery As a symbol of these phases, we take four major 
movements in Hunganan wholesale prices, represented in Figures 
11 and 12 ^ (1) from July to the year-end 1931, relative stabihty m 
wholesale pnces m the face of sharply dechmng prices abroad, 
reflecting the financial cnsis in Hungary and the rapid depreciation 
of the pengo, (2) from January, 1932, to September, 1933, gradual 
dechne in wholesale pnces attending agricultural depression and 
the collapse of industrial production, (3) from the last quarter of 
1933 to the third quarter of 1937, a rise in Hungarian wholesale 
prices deimng chiefly from the improvement in world agricultural 
prices and economic lecoveiy generally, (4) after the closing quar- 

of the hiatus quo to June, 1939 (Volkswirtschaft, 1938, p 194 ) The Ruma- 
nian clearing agreement had also to be modified as a consequence of Rumanian 
protests against the sale of lei balances by Budapest banks at what was con- 
sidered to be such high rates as to penahze Rumaman exports An agreement 
valid until March 31, 1939, fixed the rate at 26 5-27 lei to the pengo, increased 
the Rumanian Bank's free balance with the Hungarian National Bank, and 
extended the petroleum quota — for which Hungary had always to pay m 
free devisen — from 30 per cent to 40 per cent (Volkswirtschaft, 1938, p 195 
Hungarians have continually protested that the requirement of payment in 
devisen is onerous ) By far the most important change in the foreign trade 
situation has been the absorption of Austria and Czechoslovakia into Ger- 
many By the Hunganan-German agreement of May 7, 1938, all Austrian 
import quotas were transferred to Germany The establishment of the Schill- 
ing-Mark relation at 3 2, with its consequent imposition of the Mark over- 
valuation on Ostmark trade, has quite naturally raised Hungarian exports 
and decreased imports, the former from 17 per cent to 18 per cent of total 
Hunganan exports, the latter from 18 per cent to 11 per cent of total Hun- 
ganan imports, or a 35 per cent dechne from 1937 to 1938 Complaints are 
especially noticeable in Hungary because of the high price and sharp reduction 
of imports of Austrian wood (I Ferenczi, '^Ungarns Handelspohtik," Ung 
Wirt Jhrb , Vol 14, pp 175-177 ) 

1 Pp 91 and 92 For comparative purposes the index of sensitive 
pnces of the Hungarian Institute for Economic Research has been repro- 
duced in Fig 12 While this index does show a number of short, sharp move- 
ments, it fails to show as satisfactonly as the wholesale pnce index the larger 
changes in depression and recovery The Institute may have excluded agri- 
cultural and mdustnal staples from its sensitive index because of the existence 
of monopolies or controls, but these elements were overndden by cyclical 
forces, according to the evidence of the wholesale index, which does include 
such staples Prices included in the sensitive index are cowhides, calfskin, 
taUow, beefgut, bones, rapeseed oil, muslin unbleached and pnnts, iron wire, 
scrap-iron, brown coal 
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Pig 11 * Left-hand scale money, and bills discounted Right-hand scale, lower half central bank reserves, 
upper half percentages for the indices of production, and pncea Index of production 1929 « 100 
Index of wholesale prices 1925-1927 « 100 * For data and sources, see pp 301-366, below 





For data and sources, see pp 353^-355, 363-365, below 





HUNGARTS STRUGGLE WITH DEPRESSIOY 93 

tei of 1937, a fall and indecisive nse m pnces accompanying the 
set-back and reco^ ery of the last year and a half 

The incisive action taken in 1931 by the Central Corporation 
of Banking Compames and the cential bank m rescuing commercial 
banks fiom the consequences of capital withdiawals preserved 
banking hqmdity at the cost of the monetary standard Despite a 
rediscount late of mne per cent in force until September 10 and 
eight per cent during the rest of 1931, central bank ciedit increased 
from 500,000,000 to 600,000,000 pengo and bills discounted from 
275,000,000 to 400,000,000 pengo during the second half year 
Part of the inciease in money supply was dissipated into hoards 
and part meiely piovided for the additional requirements of a 
liquidation crisis, as a result the index of wholesale pnces remained 
stationary Meanwhile, however, sterling-bloc devaluation and 
deflation m other countnes sigmficant foi Hunganan trade — 
Czechoslovakia, Geimany, and Switzerland — left the pengo “high 
and diy” m a situation of / elattve inflation Fig 12 shows a fall from 
May to Decembei in Enghsh wholesale pnces on a gold basis from 
66 to 44 per cent The premia on gold in the free Budapest market, 
as shown in Fig 13, moved reciprocally, except for the sudden spurt 
m November, to the Bntish pnce index At the same time, black 
maiket quotations on gold cuirencies such as the dollar showed 
approximately the same movement as the pnce of bullion ^ Inter- 
national pnce compansons and gold-currency premia indicate a 
one-third depreciation of the pengo by the close of 1931 

Even dunng these first few months of exchange control, the 
maintenance of the old pengo parity began to entail certain disad- 
vantages which became chrome maladies of the system For 
example, the 1931 wheat harvest, chief staple of Hunganan export, 
was marketed abioad at a total value of 40,000,000 pengo m com- 
parison with 42,000,000 pengo for the 1930 harvest, despite a 50 
per cent increase in physical quantities sold ^ A fall of 14 per cent 
in the pnce of Hunganan wheat on Hambmg and Liverpool mai- 
kets accounts foi a small share of this discrepancy, but much the 
laiger share must be asciibed to the penalty on expoits mvohed in 
the low official price of foieign currencies In the second place, we 

1 E g m late December the dollar (old par =5 71 pengo) was quoted at 
8 3 — 8 5 pengo, i e at a 47 per cent premium, while gold sold at a 63 per 
cent premium 

2 U I f W , Vol 41, p 90 
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Fig 13* * For data and sources, see pp 137, 366-368, below 
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observe how the limited allocation of import deMsen afforded to 
certain industnes a degiee of protection fiom foieign competition 
exceeding that which resulted fiom protective tariffs alone The 
cotton textile and coal industnes began to experience boom condi- 
tions, and the stimulus spread to nearly all cartelized industries in 


FoEEIGN TkaDE 

Value in Millions of Pen go by Qu\rtees 



Fig 14* 

* For data and sources, see p 369, below 


the early stages of exchange control Foi those industries not pos- 
sessing certificates enabhng them to retain export devisen for the 
purchase of raw materials, the National Bank’s key for allocating 
exchange caused severe shortages of raw matenals, and this came 
to be the third mam source of economic difficulty 
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Partly as a consequence of declining woild pnces for agncul- 
tural pioducts, partly because of the pengo penalty on exportation, 
and partly fiom the scarcity of law mateiials, the Hungarian excess 
of exports fell from 88,300,000 pengo in 1930 to 31,000,000 pengo 
in 1931, but this yeai of catastiophic decline was not yet the 
lowest point, as shown in Fig 14 The expoit surplus m 1931 thus 
amounted to little more than a tenth the estimated annual debt 
service of 300,000,000 pengo It is difficult to imagine a monetary 
pohcy sufficiently deflationaiy to have developed the requisite 
surplus Exchange control had been piactically unavoidable 
because of capital flight, and moratorium — decreed on December 
22 — was similaily inevitable because of the impossible burden of 
debt service 

The moiatormm maiks an end of the crisis phase of depression 
and the beginning of neaily two yeais of deflation, financial hquida- 
tion and economic stagnation From its panic level of 170 per cent, 
reached duiing the piecedmg month, the Budapest price of gold 
came m January, 1932, to assume a level shghtly under 150 per 
cent, which peisisted for the next half-year From Fig 12 it will be 
seen that Hungaiian sensitive and wholesale prices fell as lapidly 
as the Austrian sensitive price index and even moie than British 
wholesale pnces on a gold basis Pengo depreciation and the loss 
of central bank reseives came to a defimte halt Although the 
National Bank increased its portfolio slightly to the mid-year, total 
cential bank ciedit (notes and deposits) deci eased The decline in 
the index of mdustiial production in these months undoubtedly 
reflects the woild depiession and, moie particulaily, the low levels 
of agricultuial prices and the poor harvest of 1931 but Hungaiian 
commentators ascribed part of the difficulty to inadequate alloca- 
tions of import devisen and a shortage of industrial raw mateiials 

The isolation of exchange control as peculiarly responsible for 
the throtthng of industrial production in the fiist half of 1931 has 
some justification, inasmuch as the upturn in the second half of 
the year was accompamed, as we have already noted, by increasing 
departures from the official pengo prices Fiom the angle of general 
monetary pohcy, however, the second half of 1932 was character- 
ized by an intensification rather than any lessening of credit 
restriction and hquidation Bank rate was indeed reduced four 
times, on April 18 to six per cent, on July 1 to five per cent, and on 

1 Of p 370, below 
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October 18 to 43^ per cent, but billb discounted maintained their 
foimer level and cential bank credit shrank to 500,000,000 pengo 
m companson with nearly 600,000,000 pengo a year earher How- 
ever this development may be judged for its effect upon the domes- 
tic economy, it strengthened the foreign position of the pengo 
Hungarian wholesale prices contmued downward in the second half- 
year, while Bntish wholesale pnces, mdicatne of pnce moiements 
m countries not under exchange control, ceased faihng altogether 
Gold premia in Budapest and the Zurich notation on pengo notes 
mo\ed reciprocally to one another and were virtually consistent in 
showing a reduction in pengo depieciation fiom somewhat less than 
one-third to appioximately one-fourth m the course of the year, as 
may be seen from Fig 13 ^ Despite the narrowness of the gold and 
pengo-note markets, their mutual consistency and the fact that 
pengo-note quotations in Zurich w^ere paralleled quite closely by 
the discounts on Standstill pengo seem to indicate that they 
were faiily rehable indicatois of the foieign \alue of the pengo 
The first three quaiteis of 1933 found the Hungarian economy 
^^bumpmg along the bottom’’ in the final stage of depression Under 
the combmed mfluences of depression, exchange control, quotas 
and tariffs, exports and imports came to their lowest ebb m the first 
quarter of 1933 at 26 per cent and 23 per cent of their 1925-27 
values Dominated by the world puces for agncultural products, 
the index of wholesale pnces shows the trough of depression, reach- 
ing its mimmum in September at 58 (1926-27 = 100) m comparison 
with 71 at the initiation of exchange control in August, 1931 
Although the government instituted numerous measures to coun- 
teract deflation — borrownng 15,000,000 pengo from the Foreign 
Creditors’ Fund, fostenng the foundation of an ‘‘Institute for 
Industnal Rationahssation” with an initial 15,000,000 pengo capital 
for immediate undertakings, intermediating in 25,000,000 pengo of 
new credits by the Cential Banking Corporation to agnculture 

1 Both the Budapest gold market and the Zunch market for pengo 
notes were somewhat narrow and artifinal As for the former, gold could not 
legally be sent out of the country, and its sole legal use consisted m its serving 
as a liqmdity or hoarding medium The Zunch market for pengo notes 
existed chiefly by reason of the fact that, unlike the German authorities, the 
Hungarians did not attempt to interfere with reimportation of the notes 
The supply came from smugghng out currency, chiefly for the purpose of 
repatriating Hunganan secunties (cf p 145 below, Tyler, Twentv-third 
Quarterly Heport, July 15, 1937, p 12), while the demand came from travel 
lers to Hungary 
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— the total of central-bank ciedit nevertheless renaained constant 
throughout the year at 500,000;000 pengo ^ The year 1933 also 
shows a lemaikable constancy an indices of the foieign value of 
pengo cuirency quotations on the Budapest free gold market hov- 
ered about a premium of 35 pei cent, and pengo notes sold on the 
Zurich maiket at a discount of about 25 pei cent, the slightly 
more favorable prices in the latter market being easily accounted 
foi by large profits made in bond repatriations financed through 
smugghng out pengo notes ^ 

The recovery of industnal production beginning m the third 
quarter of 1932 and carrying forward steadily throughout 1933 (the 
seasonally adjusted index rose from 75 6 to 91 3 pei cent) was not 
only exceptional in the generally adverse conjuncture, but actually 
anomalous and artificial Had exchange control operated in a 
^^pure^' form and m isolation, the official late on foreign currencies 
would have entailed low yields on agiicultmal exports — such, 
mdeed, as were actually realized — but it would have exposed 
industrial production foi the home maiket to devastating foreign 
competition Agios ovei the official rates, introduced for dealings 
in devisen late m 1932 and extended to clearings dunng the fol- 
lowing yeai, averaged less than half the 35 per cent premium on 
gold, they reduced but fell far short of ehmmatmg the bonus to 
importation But exchange contiol did not operate in isolation, 
beside the oidinaiy import taiiffs, an extensive system of import 
piohibitions and quotas protected industry at the cost of agiicul- 
ture According to the League’s Eepiesentative in Hungary, by 
April, 1933, import hcenses coveied 86 pei cent of the total ^ 
Furthermore, industrial cartels undoubtedly fared much bettei 

1 The sudden inciease of bills discounted in the last quarter of 1933, as 
observed in Fig 1, represents no increase of loans, in conjunction with an 
agreement on Octobei 18 between the Hungarian National Bank and the 
Bank for International Settlements legaiding the consolidation of the emer- 
gency credit secured in the summer of 1931, the National Bank had returned 
to it 126,000,000 pengo of discounted bills formerly in the hands of the Euro- 
pean central banks which had granted the loan At the same time 17,800,000 
pengo was transfeired from gold and devisen reserves to a special amortization 
account Cf U I f W , Vol 22, p 19 and Tyler, Ninth Quarterly Report 
(December 30, 1933), p 7 

2 Cf p 361 below 

3 The percentage of imports subject to license m Apnl, 1933, was given 
eupheimstically m terms of 19S0 imports’ Tyler, Sixth Quarterly Report 
(Apnl 26, 1933), p 16 This percentage (44 5) for 1930 imports equals 86 
per cent of 1933 import values 
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than unorgamzsed and usually smaller competitive industnes m 
secuimg ceitificates foi the letention of de^nsen and in obtaimng 
allocations for raiv mateiial impoits To ofiset some of these 
buttiesbing foices on monopoly puce, in December, 1932, attending 
the official intioduction of agios on de\isen, impoiteis had to give 
a wntten pledge not to naise puces, but m a peiiod of geneialiy 
fallmg prices, such a mea&uie would of course be purely nugatoiy 
Fuitheimore, a decree of January 7, 1932, established a Price Fixing 
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Commission, but the wording of the decree cieated the impression 
that 1931 puce relations were to be taken as “normal Another 
decree on Januaiy 23, 1933, made explicit a cost-of-pioduction test 
of justified price, apparently without avail 

The one fact of ovei whelming importance to the Hungarian 
economy during the whole period of depiession w^as the opemng of 
the “agricultuial puce shears,” le the dechne of agricultural 
1 Stefan Varga, “Probleme der Preispolitik,” Pester Lloyd, January, 

1934 
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relatively to industrial prices depicted m Fig 15 Under the arti- 
ficial maintenance of cartel prices through tariffs, quotas, and 
exchange control on the other side, their dechne being worsened 
by the penalty on exports from the official exchange rate and the 
throtthng of active balances with clearing partners, the price 
disparity between industry and agiiculture came in the last phases 
of depression to be the greatest in Europe ^ Since industrial pro- 
duction accounts foi a share of the national income not exceeding 
one-fourth, these relative handicaps laid upon agiiculture must be 
charged with grave responsibihty, quite aside from the inevitable 
workings of the world agncultural situation, for the 40 per cent 
shrinkage of Hungarian national income in the depression - 

Economists who rely upon each country's combatting depres- 
sion for itself by means of an expansiomst monetary pohcy may well 
consider the case of Hungary In the first place, Hungary's chief 
difficulty was not less than full employment, but low international 
values upon her products Employment statistics for agriculture 
show a reduction m unemployment from 1935 to 1938 from 103>^ 
to 4 per cent, the reduction is ascribed,® however, even m these 
years of strong recovery in Hungary, not to a genuine absorption 
of unemployed factors but meiely to a spreading of the work The 
ten per cent figure piobably represents merely frictional and 
voluntary unemployment It is difficult to see how credit expan- 
sion could have done more than laise costs and domestic prices of 
agncultural products, lowering the effective foreign value of the 
pengo Even fiom the begmmng of the depression in 1929, Hun- 
ganan industry enjoyed a favoied position at the expense of domes- 
tic consumers and agncultural interests The seasonally adjusted 
index of industrial pioduction, as shown in Fig 11, did not fall 
below three-fourths its 1929 level, in 1932 the Hungarian index 
assumed third place aftei England and Sweden among the ten most 
important European countnes Had the central bank and Tieasury 
followed a vigorous program for increasing money incomes, it 
seems probable that the competitive strength of Hungarian agricul- 
ture upon world markets would have suffeied, and that industry 
would have lost more through the impairment of farm purchasing 

1 Tyler, Tenth Quarterly Report (April 26, 1934), p 13 

2 Matthias Matolcsy and Stephen Varga, The National Income of 
Hungary 1924-25 to 1936-37 (London, 1938), pp 68-69 

3 Sudost Economist, Voi 1, No 5, p 141 (May 26, 1939) 
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powei than it gained thiough ^^pump pnimng^^ actnnties directly 

Although the government, perhaps because of such reasons as 
these, did not launch on a systematic effort at leflation, its own 
financing was not deflationary Budgetary deficits of 229,500,000 
pengo, 179,700,000 pengo, 108,500,000 pengo and 66,300,000 pengo 
m fiscal years from 1930-31 to 1933-34^ served to increase the 
flow of monetary incomes, since a large share went mto agri- 
cultural rehef and othei purposes of “social legislation ” It must 
also be emphasized that, though the operation of the monetary 
system, including central bank and commeicial bank^ credit, was 
on the whole deflationary, Treasury borrowings from the National 
Bank approximately doubled from 1931 to the end of 1933^ 
The 30,000,000 pengo mcrease was simply overwhelmed in the 
general hquidation, which reduced central bank money (notes and 
deposits) from 600,000,000 pengo to 500,000,000 pengo Finally, 
other measures taken by the State against depression bore an 
expansiomst character — the reductions of bank-rate piimanly 
as an aid to agncultuie/ the estabhshment of a National Credit 
Senate to set maximum mteiest rates on all categones of indebt- 
edness,^ thereby reducing the service of agricultural debts by 51 
per cent from 1931 to 1934, the extension of “Green Credits^' on 
crops,® and the hmited moratorium on short-term agricultural 
debts proclaimed on April 1, 1932, and extended for two years on 
October 12, 1935 ^ 

The story of economic lecoveiy in Hungary from the last 
quaiter of 1933 to the last quarter of 1937 can be told rather 

1 Ibid,p 297 

2 Statistics of commercial bank credit have not been reproduced here, 
because of the fact that the use of cheques is so limited as to render the princi- 
ple of “system expansion” of little importance “Current accounts” at the 
close of 1938 only slightly exceeded the 1,050,369 pengo of cash, central 
bank notes and its own deposits The figure of current accounts showed an 
almost absolute inflexibihty from 1929 to 1939 Cf IT I f W , Vol 41, p 46 

3 Cf p 361, below 

4 Osterreichischer Volkswirt, Vol 25, p 312 

5 Pester Lloyd, January 1, 1935, p 16, The Stock Exchange Gazette 
(London), May 18, 1934, p 1125-1127 

6 Pester Lloyd, February 28, 1933 

7 U I f W,Voi 20, p 113, Tjler, Eighth Quarterly Report (November 
8, 1933), pp 14-16, idem, Sixteenth Quarterly Report (October 30, 1935), 
pp 9-10 For a complete report of Hungarian government measures for 
agricultural relief, see International Institute of Agnculture, The World 
Agricultural Situation for the years 1931-32 to 1935-36 (Rome, 1932 to 
1936) 
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briefly, because it is so completely dominated by the improvement 
m woild agricultural maikets Monetaiy policy, quotas, and 
exchange contiol opeiated as cause and effect, but m either role 
they are suboidmate National income follows the course of agii- 
cultural income so closely^ that Fig 16 may be taken as showing 


Thxi Purchasing Power or Agriculture 
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the variations of both Industrial production, which began to 
advance earher than in most countries, and which outstripped other 
countries m giowth rate to mid-1937, excepting Japan, Germany 
and Sweden, had a pyrotechnic quality, but it did not ^^call the 
turns ” 

Recovery began m the last quaiter of 1933 as it became appar- 
ent that, despite a one-thiid diop m the Liveipool price of wheat 
in three months, the 1933 harvest would be large enough to insure 
a larger value yield than the preceding year Theie was, moreover, 
an increase m industrial exports under the stimulus of the Martins 
Agreement foi “additional exports^’ against frozen pengo ^ The 
year closed with a favorable trade balance of 78,700,000 pengo, or 

1 Matolocsy and Varga, op cit , p 69 

2 U I f W , Vol 24, p 126 
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only one-tenth less than 1929, the largest of post-^ar >ears 
The favorable balance of 1933 leacted stiongly upon expectations 
throughout the Hungarian economy the following 3^eai Wheat 
prices in Budapest ahnost doubled, much exceeding any use exphc- 
able fiom the poor haivest, smce Liverpool quotations closed the 
year at the same level as pre\ ailed at the beginning Export puces 
as a whole rose from May to Novembei by 22 per cent , and, despite 
a three pei cent fall in the Butish Tvhole&ale index, the Hunganan 
index advanced by six per cent 

The consequence of this ten per cent rise of puces relati\ely to 
gold currency countries vas a depreciation of the pengo from a 
level of three-fourths to a level of two-thirds of panty gold premia 
m Budapest (cf Fig 13, p 94) ad\anced from about 35 per cent in 
1933 to 53 per cent by the end of the yeai, vhile pengo notes in 
Zurich fell from 75 to 65 per cent of pai The favorable balance of 
trade dechned meanwhile by one-third Responsibility for these 
developments rests less with the banking system than else^^here, 
smce central bank credit remained nearly constant But the bud- 
getary deficit m 1934-35 advanced to 70,400,000 pengo, carrying 
with it a tendency to raise costs, government borrowings from the 
central bank mci eased somewhat, and the aitificial maintenance of 
gram prices continued Had the government actually felt the 
concern regarding the external value of the pengo imphed m its 
letention of exchange control, it would have pursued a more ngor- 
ous couise in these matters 

However insecure the price advance of 1934, the levival of 
Hunganan economy dunng 1935, 1936, and the first half of 1937 
was sohdly founded upon the improvement m world agriculture 
From the low point of depression to the fiist quarter of 1937, 
industrial puces lose by only 13 pei cent against 45 per cent for 
farm pioducts This closing of the ^^agucultmal pnee sheais^^ goes 
far m explaining the advance of mdustnal pioduction from 101 5 
(1929 ==100) to 135 3 and of national income from 3,490,000,000 
to 4,227,000,000 pengo over the same period, as well as the reduc- 
tion of the budget deficit to 34,600,000 pengo m 1935-36 and the 
appearance of a surplus of 8,100,000 pengo in 1936-37 Second m 
importance in the ieco\eiy weie the excellent hai vests of 1935 and 
1936^ marketed at good prices because of relatively poor yields 
elsewhere, circumstances which largely account foi the swelling of 
1 Cf p 370, below 
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central bank reserves (cf Fig 11, p 91) from 94,000,000 pengo m 
September, 1935, to 142,000,000 pengo in September, 1937, and 
for favorable trade balances of 1935 and 1936 of 49,200,000 pengo 
and 67,900,000 pengo 

In contrast with 1934, the first yeai of recovery, when the 
pengo lost a tenth of its foreign purchasing power, the gradual 
chmb of the wholesale pnce index from 1935 to the turn of activity 
in 1937 did not outstrip the advance of British pnces (cf Fig 12, 
p 92), and the external value of the pengo appears to have suffered 
no deterioration as measured in gold premia and the discounts on 
pengo notes and Sperrpengo m Zurich (cf Fig 13, p 94) That the 
entire upswing was financed fi om hoaids and current savings^ is 
evidenced by the continuous reduction of bills discounted by the 
central bank and the inciease of its notes and deposits at a rate not 
exceeding accretions to its gold and devisen leserves (cf Fig 11, 
p 91) Monetary ease, frequently characterized as stagnation in 
the money markets, prevailed thi oughout by vii tue of its isolation 
from other capital maikets — such as Geimany — bank-rate could 
be kept at four per cent fiom August 29, 1935 onwaid, and the 
whole structure of interest rates could be held at the low levels of 
that year The culmination of four and a half years of economic 
gains came in 1937 with a national income equaihng that of 1930, 
mdustnal employment exceeding 1929 by ten per cent, a balanced 
budget, and the lesumption of debt seivice in free devisen Incon- 
sistent with what would be the noimal expectation for recovery, 
and ommous for an approaching downturn, was the trebling of 
National Bank advances to the Treasury from 1934 to 1937 

The current phases of the cycle began with a turn m wholesale 
pnces m April, 1937, leflecting a break in Liverpool wheat prices 
Prices for farm produce in general dechned, but not so rapidly as 
to prevent the total value of Hungarian expoits from increasing 
over previous years For agricultural exports in 1938 prices weie 
very low, but Hungaiy was favoied by a recoid harvest bringing 
a favorable balance of 104,100,000 pengo, equal to the previous 
high mark in 1937 Thus, despite the dechne of agricultural pnces, 
it has been agriculture which paradoxically suppoited the economic 
situation Hungaiian industrial production fell off fiom 135 3 to 
116 2 from the second quarter of 1937 to the third quaiter of 1938, 

1 Economist, February 12, 1938, p 20 
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as compared with 105 1 and 69 1 dunng the same mtenml foi the 
Umted States ^ 

On the monetary and financial side, steady accretions in 1937 
to cential bank reserves justified the increase of its ciedit, especially 
in view of the dechmng index of w^holesale prices De\elopments 
dunng 1938, however, were precarious The absorption of Austria 
into Germany m March caused apprehensions regaiding Hungary’s 
economic future and a wnthdrawal of 100,000,000 pengo from the 
banks between March 1 and May 1, met by a corresponding 
increase of central bank note issue Before the hoarded funds could 
return in sigmficant amounts, the second crisis — this time m\ oh- 
ing Czechoslovakia — precipitated wnthdraw^als of 150,000,000 
pengo Bills discounted at the National Bank increased corre- 
spondingly to 567,000,000 pengo by the end of Septembei, but then 
decline to 479,000,000 pengo a month later indicated the passing of 
acute pamc The large mciease of resei'ves at this juncture is not 
real but a mere tiansfer of 70,000,000 m gold and de^u'^en from 
“Other Assets” to “Reseives,”- a move which not only reveals the 
existence of hidden reserves but also betrays a desiie for a show of 
strength at a time when note issue had been mcreased 60 per cent 
within a single year About one-fourth of the increase was, it is 
true, involved in the exchange of pengo notes for Czechoslovakian 
currency in the regions taken over by Hungary in No\ ember ^ 

On June 23, 1938, the statutes of the Hungarian National 
Bank were revised m conjunction with the initiation of the rather 
ambitious Five Yeai Plan for pubhc investments aggregating 

1.000. 000.000 pengo, funds to be provided by a domestic loan of 

400.000. 000 pengo and the balance by a capital levy Howevei 
much certain of the amendments may have been lequired by 
“modern conceptions of a monetary standard,” such as pei mission 
to engage m open market transactions,^ the profusion of a 130,- 
000,000 pengo credit to the State — an amount nearly equal to 
central bank discounts for the Tieasury in the prosperity year 
1937 — arouses suspicion of inflationaiy fiscal tendencies Of the 

1.000. 000.000 pengo provided for m the Five Yeai Plan (600,000,- 

1 EeisciisLreditgesellschaft, Germany’s Economic Situation at the Turn 
of 1938-39, p 32 

2 Voikswirtschaft, 1938, p 225 

3 Note issue was thereby increased in roughly the same proportion as 
the accretion to population Economist, December 17, 1938, p 595 

4 Ung Wirt Jhrb , Vol 14, pp 366-373 
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000 pengo foi rearmament and 400,000,000 pengo for public works) 
half had alieady been spent by the late spang, 1939 ^ Industrial 
production lebounded fiom 116 2 in the second quaiter of 1937 to 
147 0 in the first quarter of 1939 undei the influence of these heavy 
public expenditures 

The reappearance of a budgetary deficit of 67,900,000 pengo 
in 1937-38, the disturbed state of international pohtics, laige 
increases in the note issue, and the launching of the Five Year 
Plan have reacted unfavorably on the pengo After three years of 
stabihty extending through even the gold-bloc devaluations of 
1936, Zurich quotations on pengo notes fell during 1938 and the 
early months of 1939 from 60 per cent of parity to 30 per cent (cf 
Fig 13, p 94) It is difficult to tell how much of this can be ascribed 
to domestic price level changes, particularly since the cue given 
by the Budapest gold market has been lacking since early 1935 
Until the end of 1938 the indices of both sensitive and wholesale 
prices moved downward, and even the more moderate movement 
of the latter equalled the reduction m British wholesale puces, 
but with the first quaiter of 1939 ail the puce indices of the 
Hungarian Institute for Economic Research have disappeared in 
its Reports^ and their place has been taken by the relatively 
insensitive indices of the Royal Statistical Office,^ a change which is 
calculated to arouse suspicions The abrupt fall in the value of 
pengo notes in Zurich, on the other hand, is probably partly 
explained by the increase of supply through a flight of capital from 
Hungary, while the demand foi travel purposes has suffered under 
threats of European war On the whole, there seems to be a strong 
probability that the statement which had come to be conventional, 
that the pengo is about one-third depreciated, now errs decidedly 
on the side of optumsm 

B The Compamhve Situations of Industry and Agriculture 

The most chaiacteiistic feature of exchange control, the main- 
tenance of an artificially low puce on devisen, operates to penahze 
exports and encourage imports If a country’s exports are largely 
agricultural, agriculture suffers, if its imports are largely industrial, 
industry flourishes, at least relatively A windfall to importers 

1 Eoyal Institute of International Affairs, South-Eastern Europe, A 
Political and Economic Survey, 2nd ed (London, 1939), p 118 

2 U I f W, Vol 42 (May, 1939), p 52 
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of industrial products or to domestic industrialists arises m the 
first place because, at the artificially low rate of exchange, im- 
poit devisen have to be lationed out and this entails a reduction 
m imports and a nse of then domestic prices ^ A second source of 
wmdfall or monopoly piofits to industry lies in the allocation of 
devisen for industrial raw materials at the low foreign exchange 
rates Thndly, to the degree that mdustnes are monopohzed or 
firms are few and large, they are apt to fare bettei m secunng 
allocations of de\nsen, by fair means oi foul These thiee factois 
per se increase the piofits of cartels and furthei the formation of 
monopohes The haidships to agneultural expoiters, on the other 
hand, induce them to band togethei to secure modifications of 
exchange contiol or bettei prices foi their exports Nothing pie- 
cludes such export orgamzations fiom turning their attention to the 
possibihties of domestic maiketb It is to be observed that the 
greater the divergence between official and “leaF rates of exchange, 
the more potent are all four of these forces Finally, almost as a 
corollary from these piopositions it follow’’s that the consumer 
must suffer loss 

The Hungarian economy under exchange control shows the 
operation of these tendencies in full force Consider first the 
position of industry The narrative of economic developments in 
Hungary under exchange contiol revealed that indu^tnal produc- 
tion turned upward in imd-1932, two years befoie the upturn in 
agricultural income,^ that it mamtamed a faiily even advance for 
five years thereafter at 12 per cent per annum, and that it was, 
relatively to other countries, rather slightly affected by the down- 
turn of 1937 The supeiioi position of industry arose partly from 
the “natural’^ di\eigence of mdustnal and agneultural prices in 
depiession, but it was also to an undetermined degree adventitious 
— the result of piotective tanffs, import quotas, and exchange 
control ^ 

1 The immediate tendency of an artificially low rate on foreign exchange 
would be toward an absolute increase of imports But with given conditions of 
domestic cost and international demand this rate will neeessanlv reduce 
exports and, except for available reserves of devisen which an exchange con- 
trol country is not likely to possess, reduce imports also 

2 Cf Figs 11 and 16, pp 91 and 102 above 

3 Some offset to the superior position of industry came fiom the levying 
of the “social burden” taxes almost exclusively upon industry, and from the 
introduction m 1937 of the 44-hour week and minimum wage rates by adminis- 
trative decree 
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Chief benefits from these interferences accrued to the cartel- 
ized sectoi Fig 17 reveals how the prices of coal, hgmte, firewood, 

Hungaeian Wholesale Price Indices Industrial Raw Materials 

(1927-100) 



Fig 17*^ 

* These indices, not previously published, were compiled by Professor 
Wolfgang von Heller of the Hungarian Institute of Technology The under- 
lying data are not available for reproduction 

mineral oil, and iron — monopohzed industrial raw materials — 
not only defied reduction throughout depression but even rose 
shghtly, whereas the prices of copper, lead, tin, lumber, briquettes, 
leather, cotton, wool, hnen, and paper — competitively produced 
or imported industrial raw mateiials — fell in 1932 and 1933 to 
50 per cent of their prices in 1929 

In addition to the five cartelized commodities included in the 
index, monopolies also controlled fertihzers, gasoline, lime, cement, 
textiles, alcohol and milk So notorious was the discrepancy 
between pegged and free prices that pubhcation of the two series 
had discreetly to be discontinued by the Hungaiian Institute for 
Economic Reseaich after September, 1932 ^ 

Of those industries gammg from exchange control in and of 
itself, glass, leather, paper, and iron are perhaps most notable 
Certam cartelized mdustries such as coal, while benefitmg by 
import restrictions through quota and exchange control, lost on 
balance, because of reduced demand from heavy mdustry, espe- 
1 H I f W, Vol 14, p 35 
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cially in the 1931-32 period of par exchange rates ^ But this very 
enforcement of the official rate pro\aded an unparalleled stimulus 
to the textile mdustrj, because of a high proportion of its costs in 
imported rai;v materials As a result, as early as November, 1931, 
it vas especially noted as a booming mdustr}'-,- similarly m the 
followmg quarter, it was the one exception to general economic 
contraction ^ Despite a fall of 53 per cent m textile import from 
1930 to 1931, there vas again a 57 per cent decline fiom 1931 to 
1932, but total sales of textiles m Hungary decreased (1931-32) 
only from 498,000,000 pengo to 408,000,000 pengo,^ and number 
of employees remained at practically the 1929 level throughout 
the depression In 1933 a one per cent tax on textile production, 
calculated to yield 3-3,500,000 pengo annually for purposes of 
export subsidy, vas exphcitly justified from the favorable con- 
juncture created by import hmitations ^ 

Throughout the exchange control expeiience complamts were 
rife concerning a ^^shortage of industrial rav materials ” In new 
of the fact that the percentage of total imports fallmg under this 
caption increased from 23 6 per cent m 1931, vhen exchange con- 
trol was mtroduced, to 34 6 per cent m 1934, and that it remamed 
at the relatively high level of 31 per cent through 1938, a phe- 
nomenon which should cause no surprise in a period of intense 
autarky, the complaints may seem paradoxical The explanation is 
a simple matter at the low official rate on foreign de\nsen, amount 
demanded vastly exceeded amount supphed, hovever large the 
imports of industiial raw materials To some Jfirms, those vhich 
possessed importers^ certificates,® large concerns and cartels 
which succeeded in enforcing their claims m the devisen allocation, 
and those, as for example the iron industry, drawmg their raw 
matenals through the clearmgs,^ even this circumstance meant no 
embarrassment The complamts emanated mostly from mer- 
chants, small mdustrialists, and agriculturalists dependent upon 
imported raw materials As might be expected, a raw material 

1 Osterreichischer Volkswiit, Vol 6, No 5, p 87 

2 U I f W , Vol 13, p 111 

3 U I f W , Vol 14, p 118 

4 Osterreichischer Volkswirt, Vol 25, No 43 (July 22, 1933), p 345 

5 Wirtschaftsdienst, September 20, 1935, U I f W, Vol 19, p 111 

6 Cf p 81 above 

7 R P F Edwards, Economic Conditions m Hungary, 1933-35, Depart- 
ment of Overseas Trade Bulletin No 629 (H XI Stat Off London, 
1936), p 24 
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shortage in this sense as most acute at times tv hen the exchange 
rate applied by the National Bank showed largest deviations 
from ^^fiee” rates, ^ as for example in the latter pait of 1931 with 
the enforcement of parity rates ^ It is frequently said^ that the 
shortage of industrial raw materials arose because Hungarian 
exports went largely to European exchange-control countries not 
supplying these essential materials Had there not existed the 
artificially low rates on foreign devisen, however, windfall profit 
on imports including this category would have disappeared, and 
with it the ^^scarcity” of devisen for less fortunate applicants 
The concave side of the shield is the economic position of 
agriculture How the ^^agricultural price shears” reduced Hungar- 
ian agrarian classes to desperate straits, and how m a variety of 
ways the government attempted to alleviate their difficulties, has 
been described briefly ^ From the viewpomt of exchange control 
chief interest attaches to the policy of maintaining gram prices® 
substantially above their international level through the operations 
of the Futura Company, the Boletta Fund, the Agricultural 
Rehef Fund, and mtemational agreements The Futura Company, 
founded in 1919 to aid farmers in marketing, was utihzed from 
1930 onward to carry through open-market purchases on govern- 
ment account to support gram prices Thioughout the entire 
period of exchange control, also, the price of Hungarian wheat 
was mam tamed above world market levels by international 
agreements givmg the buying countries a quid pro quo through 
an undertaking on the Hungarian side to amortize debts or to 
absorb certain quantities of industrial exports An agreement 
made as early as 1931 with Austria merely offset the effect on 
Austrian purchasers resultmg from a 3 50 pengo per quintal mark- 
up on wheat given as a bonus to Hungaiian producers ® Under the 

1 As (only approximately) indicated by the black market for devisen, 
gold market, and Zunch quotations on pengo notes Of p 97, n 1, above 

2 U I f W , Vol 13 (November 1931), p 111 

3 For example in Ungarns Handel und Industne im Jahie 1936 (Buda- 
pest, 1937), p 31 

4 Cf p 101 above 

5 Concentration upon gram and neglect of livestock, the next most 
important Hungarian export, may be explained by the fact that gram pnces 
fell early and violently, whereas hvestock breeding actually gained for a 
while by a shift of consumption to meat Cf League of Nations, World Pro- 
duction and Pnces, 1925-33 (Geneva, 1934), p 26 

6 Osterreichischer Volkswirt, Vol 23, No 42, p 1121, and No 46, 

p 1208 
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teims of the famous Rome Pact between Hungary, Austria, and 
Italy, T^hich v,sls put into effect in July, 1934, and rene'^ed annu- 
ally thereafter, the latter t'^o ^heat-importing count nes agreed 
to take deiBnite quantities of T^heat at a ^ fanc>’ price m return 
for Hungarian trade concessions Though the price was not 
officially pubhshed, it is known to ha\e been 16 pengo per qumtal 
for Austria and 17 pengo, subsequently 18 pengo, for Italy, ^ a 
pnce le\el which, like “dollar wheat,” seems to ha've seizea upon 
the popular imagination as a sort of jusimd pietium The Liver- 
pool pnce did not exceed one-third this amount, but even so, 
under the prevailing obstacles to trade the Rome Pact pnces 
assumed an mtermediate position between world maikets and the 
domestic pnce m European wheat-importmg countries^ While 
the mternational agreements undoubtedly worked to an undeter- 
minable degree toward gram-pnce mamtenance in Hungary, 
their results, so far as quantity sold is concerned, w^ere generally 
disappomtmg ® 

The Futura Company and international agreements have 
been operatmg during the wffiole period of exchange control in 
Hungary, but the Boletta device utihzed until 1934 has given 
place to an Agncultuial Rehef Fund After an imtial year (1930- 
31), when the entire proceeds of 3 pengo per qumtal went to 
gram producers, the pnce of the hohtta (ticket), wffiich purchasers 
were required to buy for each qumtal of wheat or rye, went partly 
as a subsidy to the producer and partly to the government for 
an agricultural export subsidy fund, if the domestic buyer 
exported the wheat or rye, the entire pnce of the boletta was 
refunded In 1931-32, when the boletta cost 10 pengo, ^ 6 pengo 
went to the farmer and 4 pengo to the export subsidy fund The 

1 Foreign Agriculture, Vol 2, 1938, p 105 

2 On October 20, 1933, for example, the Budapest pnce at 7 6 pengo to 
7 8 pengo per quintal exceeded slightly the Liverpool pnce, while the Austnan 
domestic pnce equalled 28 2 pengo and the Swiss 54 pengo’ Of Tjrler, Eighth 
Quarterly Report (No\ ember 8, 1933), p 16 

3 Details of the Rome Agreements are set forth bv Tvler particularly 
in the following Quarterly Reports Eleyenth, pp 14-15, Thirteenth, p 9, 
Fourteenth, p 14, Nineteenth, p 18, Twenty-second, p 14, and Twent\- 
fourth, p 14 

4 In this year when the farmer^s share of the boletta was at its maxi- 
mum premia had not yet been introduced on export devisen, furthermore, 
the Hunganan pnce of wheat was at its lowest kvel in a century Gf Inter- 
national Institute of Agriculture, The Agricultural Situation in 1932-33 
Rome, 1934), p 465 
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difference between 10 pengo refunded upon exportation and 4 
pengo going into the subsidy fund was made up by taxation, the 
existence of this buiden being partly concealed by keepmg the 
Boletta Fund separate from the budget 

It has been said that the boletta system “did not hamper 
export, as the bounty was refunded to the exporter The fallacy 
of this reasonmg lies m its neglectmg four important facts (1) 
Once export bounties are established, margms of cultivation and 
exploitation assume such a position that the bounty can never 
be removed without “hampermg” the export of the subsidized 
commodities, as Himgary has discovered in bemg obliged to 
retam the system to the present day, despite the notable increase 
m agricultural purchasing power ^ (2) The absorption of factors 
of production mto the subsidized export raises the costs of other 
export commodities, a force becommg important as busmess 
revival proceeds (3) Export commodities into which the sub- 
sidized article enters as a raw material cost moie to produce, even 
m periods of less than full employment ® (4) Finally, as a con- 
sequence of these three facts, the foreign value of the monetary 
umt IS maintained at a level higher than can be justified on the 
basis of comparative costs of production ^ 

The farmer^s share of the boletta was set at 6 pengo, 4 pengo, 
and 3 pengo for the successive fiscal years of 1931-32, 1932-33, 
and 1933-34 As we have seen,® the system of premia and sur- 
charges began to be introduced late m 1932, as the high domestic 
prices were gradually and at least partly compensated for by 
lowering the effective foreign value of the pengo by agios, the 
boletta could be gradually reduced At the beginning of the new 
fiscal year m July, 1934, the Boletta Fund was abolished — prob- 
ably as a gesture to consumer and labor interests — in favor of 
a system of authoritarian minimum prices® and the “Agricultural 
Relief Fund,” which derived its income, like its predecessor, 

1 Tyler, Thirteenth Quarteily Report (December 29, 1934:), p 8 

2 Of p 102 

3 The high cost of living became a matter of concern in Hungary even 
in the depths of agiicultural depression Of pp 153-165 below 

4 Of the discussion of pengo rates, pp 90-105 

5 Of p 82 above 

6 The minima (15 35 pengo in 1933-34, 14 76 pengo m 1934-35, 20 
pengo in 1936-38) served merely to define the amount of domestic subsidy per 
quintal of Tisza wheat So far as concerns export prices, they had been set 
by authority from the outset of exchange control 
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entirely from extra-budgetary sales taxes The expense of the 
Funds for four fiscal years beginmng with 1933-34 amounted to 

75.000. 000 pengo, 45,000,000 pengo, 49,500,000, and 51,000,000 
pengo, and for the last years it has remained at about the 

50.000. 000 pengo le\el With these sums may be compared the 
balances of the State budget, mcludmg State undertakings 
— 76,400,000 pengo —70,400,000 pengo —34,600,000 pengo, and 
+8,100,000 pengo for the years 1933-34 through 1936-37 
Subsidy to agriculture m the form of price maintenance alone 
thus assumed a magnitude comparable ’vtith depression deficits 
on the entire budget 

In No\ ember and December, 1935, T^hen the system of 
differential premia Ttas for the most part abandoned for “straight 
line” premia for three or four mam groups of countries, the ^heat 
premia shortly assumed a level around 50 per cent, the general 
preimum paid on exports to free-exchange coimtnes ^ This 
comcidence raises another interesting question concerning causa- 
tion does the general export premium determme the w heat prem- 
ium or does the wheat premium determme the general devisen 
premium? Obviously since wheat, despite its great significance 
to the Hungarian economy, does not exceed one-sixth to one- 
eighth of total exports, causation runs more strongly from de\usen 
premium to wheat premium than vice-\ ersa To an unknown extent, 
however, the wheat premium represents an artificially high pnee 
for wheat and enters m, therefore, to the maintenance of the pengo 
at artificially high values, even at existmg agios on foreign devisen 
The impossibility of quantitative appraisal of this difference rests 
upon a lack of mformation concemmg relative costs of production 
of various Hungarian products and their “margmality” as exports 

While mdustnal countries can readily support the pnccs of 
farm products by protective tariffs, this way is closed for coun- 
tnes with an agricultural export surplus We haxe observed the 
expedients to which Hungaiy resorted import quotas, mterest 
and tax reduction, moratoria, credit extensions, mimnuim domestic 
prices and export subsidies To these may also be added the 
toleration of export monopolies for agricultural products Com- 
plete price control came mto effect for horses, wine, game and 
onions, and export syndicates had some degree of control over 

1 The T^heat premia, as was explained earher, aie those for export to 
free-exchange or “gold’’ countries 



114 EXCHANGE CONTROL IN CENTRAL EUROPE 

the pnces of seed, vegetables, eggs, feathers, goose liver, broom 
straw, diessed poultry, honey, butter, ammal fats, bacon, livestock 
and ammal products ^ It is of course impossible to devise a method 
of measurmg the results of this program aimed at lowermg costs 
and raismg prices for agriculture In the opinion of technically 
competent Hungarian observeis, however, all devices m the 
aggregate did not suffice to offset losses entailed by the pengo 
rate ^ 

Fmally, there are important secondary repercussions from 
the Hunganan attempt to cancel out the pengo rate penalty 
through artificially mamtamed gram prices In the first place, 
the high pnce of wheat and rye had a tendency to draw along 
the prices of substitute goods such as clover and maize, ^ and 
this raised the cost to domestic consumers of end-products such 
as beef, milk and beer In the second place, this circumstance 
reacted adversely upon exports, paiticularly upon flour, which 
had, of course, to carry the heavy cost of wheat The accelerated 
declme of Hungarian milhng, once the largest m Europe, repre- 
sents one of the most radical of the mdirect workmgs of exchange 
control,^ though Hungarian flour exports had already fallen off 
in the twenties m consequence of European protective tariffs 

1 Volkswirtschaft 1938, p 209 

2 This opinion was expressed by at least one official of The Budapest 
Chamber of Commerce, the semi-official Pester Lloyd, The Hunganan Land 
Mortgage Institute, and the League of Nations representation in Budapest 

3 Osterreichischer Voikswirt, Vol 31, p 903 

4 Tyler, Tenth Quarterly Report (April 26, 1934), p 15 Volkswirt- 
schaft, 1938, p 108 
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Fobeign Te4.de undeb Exch^ge Control 

A Cyclical and Secular Developments 

Hungarian foreign trade during eight years of exchange con- 
trol to mid-summer, 1939, has been dommated by two major 
forces — the course of world depression and recovery, and the 
restriction of mternational trade through autarky Preceding 
sections have narrated the history of control and have descnbed 
the course of the cycle within Hungary Here it may be added 
that over the cycle Hungarian mdustrial activity fell less than that 
of most countries and recov ered moreb but the volume of Hunga- 
rian foreign trade declmed to a very much lower level than that 
of most countries and also recovered slightly less, as the table 
given below shows Juxtaposition of the volume figures of 74 per 

HuNGVRiiJ^ AJsD World Tr\de 
1929 = 100 


HUIS GARV * WORLDf 

Imports Exports Total Trade Total Trade 

Volume Value Volume Value Volume Value Volume Value 


1931 

82 3 

50 8 

82 2 

55 4 

82 2 

52 7 

85 5 

57 9 

1932 

44 8 

30 8 

50 6 

32 2 

47 8 

31 5 

74 4 

391 

1933 

50 8 

29 3 

741 

37 6 

62 8 

33 4 

751 

35 2 

1934 

618 

32 4 

72 3 

38 9 

67 2 

35 6 

78 6 

341 

1935 

69 5 

37 3 

73 5 

43 0 

715 

40 6 

82 3 

34 7 

1936 

79 7 

40 6 

90 6 

48 7 

85 3 

447 

85 4 

37 5 

1937 

83 8 

45 5 

106 7 

571 

93 6 

50 9 

97 0 

46 0 

1938 

73 3 

39 4 

90 5 

50 7 

80 9 

44 7 

SB7t 

39 6t 


* Hunganan trade percentages computed from value and volume 
figures given in Statisztikai Negvedevi Kozlem6n>ek (Budapest, 1931-39) 
t World trade values in gold, League of Nations, World Trade, volume, 
Institut fur Konjunkturforschung, Berlm 

J For 1938 the figure represents an unweighted arithmetic average of 
four quarters as reported by Wirtschaft und Statistik, Vol 19, No 5, p 178 

cent for world trade in 1932 wnth 48 per cent for Hungary reveals 
the relative seventy of both depression, particularly agncultural 
depression, and autarkic limitations upon trade for this partic- 
ular country Furthermore, the volume of Hunganan foreign 
trade lagged behind the recovery in world trade dunng 1937 and 

1 While Hunganan mdustnal production fell to 76 in June 1932, world 
industnal production reached 69 (1929 =100, cf L of N , World Economic 
Survey 1936-37, Geneva, 1937, p 76), and while the former rose to 135 in 
October 1937, the latter rose only to 108 (ibid , 1937-38, Geneva, 1938, p 120) 
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1938 (94 per cent and 81 per cent in comparison with 97 per cent 
and 86 per cent), despite a notable mipro\ ement in the prices of 
farm products Comparisons upon the basis of volume of trade, 
such as these, indicate much more lehably the relative position of 
Hungary than do value of trade figures, inasmuch as the statistics 
of hei foreign tiade rest upon valuations m official-par pengo ^ 
The two major forces — busmess cycle and autarkic trend- 
come mto bold rehef agam m the composition of trade by com- 
modity groups When total exports and total imports are divided 
mto raw materials, half-finished, and finished goods, cychcal 
changes preponderate over the tendency to autarky At the 
low point of depression in 1933, Hungary experienced the climax 

Hir]srG4.Ki4.N Fobeign Trade by Groups op Commodities* 


Percentage of Total Exports 



1929 

1930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

Raw 

59 9 

59 2 

58 2 

58 5 

64 8 

618 

60 8 

61 4 

58 9 

59 7 

Half- 

fimshed 

71 

81 

98 

86 

73 

87 

113 

101 

10 5 

98 

Fimshed 

33 0 

32 7 

32 0 

32 9 

27 9 

29 6 

27 9 

28 5 

30 6 

30 5 


1929 

1930 

Percentage of Total Imports 

1931 1932 1933 1934 1935 

1936 

1937 

1938 

Raw 

37 8 

39 2 

415 

42 4 

421 

431 

47 7 

45 2 

421 

41 3 

HaK- 

j&nished 22 8 

22 6 

261 

28 4 

28 7 

29 9 

27 4 

29 1 

313 

28 9 

Fimshed 

39 4 

38 2 

32 4 

29 2 

29 2 

271 

25 0 

25 7 

26 5 

29 8 


* From Statisztikai Havi Kozlemenyek (Royal Statistical Office, Buda- 
pest), Vol 33-42, 1930-39 


of difficulties ascribable to relatively high domestic prices, partic- 
ularly m competition with foreign manufactured goods, so that 
agricultural products constituted a larger share of exports The 
gradual progress of recovery m western European countries 

1 Cf Tyler, Eighth Quarterly Report (November 8, 1933), p 17 and 
Ninth Quarterly Report (Decembei 30, 1933), p 11 Because of scantiness of 
published information concermng premia and surcharges, as well as quantities 
of import and export against pengo, “additional” exports, etc , it is impossible 
to deflate the figures to “real” pengo values Pubhshed statistics on value of 
exports and imports give obviously absurd results Thus in 1932, when the 
volume of Hungarian trade had fallen to 47 8 per cent m comparison with 1929, 
its value was reported at 39 1 per cent m value If one accepted the official 
figures, one Tvould have to conclude that despite the relatively great fall in 
agricultural prices, the unit price of Hungarian trade had fallen to 66 per cent 
of 1929, whereas the umt price of world trade had fallen to 53 per cent 
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thereafter reversed the tendency, as foreign industrial costs 
mounted On the side of imjDorts following 1929, the gradual 
disappearance of plant extension and the lowermg of standaids 
of hving reduced fimshed imports fiom 39 per cent to 25 per cent 
m 1935, but with the rewal of Hungarian capital goods indus- 
tries and the upturn of pei capita income the shaie of manu- 
factured goods m imports mcreased and that of raw materials fell 
Even so, m 1938 the former categoij mcluded oiil} 30 per cent of 
imports as compared with nearly 40 per cent in 1929 — the frui- 
tion of a decade's efforts at industrial self-sufSciencv 

If restricted to tndustrial imports, the thice commodity 
groups reveal still moie cleaily the mo\ement tow aid autarky 


Huxgibi\n Industpial Imports* 
Groups as Percentages of Total Imports 



Raw 

Half F m-'hed 

Finished 

1928 

161 

28 6 

55 3 

1929 

20 2 

291 

50 7 

1930 

23 8 

29 5 

46 7 

1931 

23 6 

351 

413 

1932 

28 3 

36 4 

35 3 

1933 

32 3 

33 9 

33 9 

1934 

34 6 

34 0 

31 3 

1935 

33 8 

351 

31 1 

1936 

33 9 

35 3 

30 8 

1937 

34 9 

35 4 

29 7 

1938 

310 

341 

34 9 


* U I f W , Reports 


Eleven years (1928 through 1938) brought an approximate doub- 
hng m the share of industrial raw materials, a 25 per cent mciease 
in half-fimshed impoits, and a 37 pei cent dechne m imports of 
fimshed industrial products The tendency is again observed to 
have been most marked in the trough of depression, though a 
subsequent easing did not counteract the general trend ^ Exchange 
control, intioduced in 1931, merely intensified the pre-existing 
secular development toward autaiky, but it is impossible to 
measure its influence separately 

1 Imports by the machine, electrical, iron and other metals, textile, 
and leather industries, in w hich autaikic tendencies came to their culmination, 
represented 44 per cent of total imports m 1926 and 23 per cent m 1935 Gf 
Hunganan General Credit Bank, Economic Report, Vol 10, No 2 and 3 
(February, March, 1936) 



118 


EXCHANGE CONTROL IN CENTRAL EUROPE 


Some mdicatioii of the relative impoitance of exchange con- 
tiol in the whole nexus of causation appears, however, m changes 
m Hunganan trade m 1933 and 1936 It will be recalled that 
toward the end of 1932 the attempt to enforce official pengo pari- 
ties was abandoned for a system of multiple premia and surcharges 
Whatever the defects of this innovation, it at least narrowed the 
gap between the nominal and real foreign values of the pengo and 
consequently brought about a reduction of the artificial stimulus 
to imports and penalty upon expoits The following year — 
undoubtedly partly because of the good harvest — brought at 
one step an increase in the volume of Hungarian foreign trade from 
47 8 per cent to 62 8 per cent of the 1929 level, while world trade 
increased m volume from 74 4 per cent to merely 75 1 per cent ^ 
Furthermore, Hunganan exports rose in volume from 50 6 per cent 
to 74 1 per cent, while imports — as one would expect from the 
rate changes — increased less, from 44 8 pei cent to 50 8 per cent 
The next largest upward step came in 1936, when the volume of 
Hungarian trade increased fiom 71 5 per cent to 85 3 per cent, 
though world trade showed a relatively modest gam fiom 82 3 per 
cent to 85 4 per cent Hungarian exports again rose more than 
imports, the foimer from 73 5 per cent to 90 6 per cent, the latter 
from 69 5 per cent to 79 7 per cent This increase followed the 
abohtion of multiple pengo rates in favor of relatively umform 
premia and surcharges, but again the comparison is complicated 
by the favorable harvest of 1936 Informed observers seem nevei- 
theless to ascnbe the improvements m both volume and favorable 
balance of Hunganan trade in 1933 and 1936 to the changes in 
exchange contiol,^ and this judgment would seem to be confirmed 
by the increase, not merely of agiicultuial exports in the two sig- 
mficant years, but of mdustnal exports also ^ 

B Trade by Count'} tes 

The question as to the effects of exchange control upon Hun- 
garian trade with particular countnes very largely resolves itself 
into the question of the effects produced by vanous international 

1 Cf the table given on p 115 above 

2 Pester Lloyd, January 1, 1935, p 17, Tyler, Seventeenth Quarterly 
Report (January 15, 1936), Ung Wirt Jhrb , Vol 13, p 166, Hungarian 
General Credit Bank, Econonuc Report, Vol 11, No 2,3 (February, March, 
1937) 

3 Cf U I f W , Vol 41, p 67 
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arrangementb for trade how was tiade affected by clearing, com- 
pensation and payment agieements'^' In its answer to the League 
of Nations questionnaire in January, 1935 concenung clearings, 
the Hunganan Government rephed that ht is not possible to 
indicate in figuies the effect of these agieements on the mo\ements 
of goods, which are also influenced by numeious other and moie 
important factors The answer is perhaps too sceptical, but it 
IS indeed difficult to disentangle the effects of clearings, partly, 
as the Hunganan authorities held, because of “other and more 
important factors, but also because of statistical limitations 

It IS not possible to present a quantitative summary of the 
historical course of trade undei the contrasting categories of 
cleanng, compensation, and free exchange merely from a list of 
the countries involved m each type of pa3mient airangement and 
the statistics of Hunganan trade by countnes Complications 
arise from the shift of countries from one category to another at 
other intervals than those utihzed in trade statistics, from ambi- 
guities of such terms as “Kompensation,^ “Verrechnung,^^ and 
“Zahlungsabkommen,” from madequate information concermng 
the precise dates at which new agieements took effect and the 
mode of liqmdatmg old balances The one insurmountable diffi- 
culty IS the fact that trade with one country may, and usually 
does, proceed partly m each of the mam categories, but the amount 
of trade m each categoiy by countries has never been repoited 
Thus Hunganan wheat exports to Austna and Italy, within 
certain limits, were paid foi in free devisen, though the bulk of 
trade passed over clearings with barter transactions as an added 
possibihty Hungary had to pay for a certain percentage of petio- 
leum imports from Rumama m free devisen outside the dealing 
In other cases, such as m Hungarian commerce with Czecho- 
slovakia and Italy, cleanng was limited to certain totals, while 
compensation covered deahngs exceeding the himts or not admit- 
ted to cleanng 

To draw any comparison of the directions of Himganan trade 
before and after the mstitution of exchange control it is obviously 
necessary to ignore changes m the status of a given country dur- 
mg the penod of control as well as the other complications men- 
tioned m the precedmg paragraph The device usually employed 

1 League of Nations, Enquiry into Cleanng Agreements (Geneva, 
1935), p 115 



120 


EXCHANGE CONTROL IN CENTRAL EUROPE 


IS to classify countries under the dominant form of payment 
arrangement with Hungary as of a given date dunng exchange 
control, maintaining the same classification for all years both 
before and after the termmation of free exchange Such a com- 
paiison appears in the following figuies 

Hungapian Tb^de with Cleabing, 

Compensation, anb Feee-Exch^ngb Countries^ 

(Imports and exports in each category as a percentage 
of total imports and exports) 

Imports Exports 


Category of countnes 

1930 

1931 

1933 

1934 

1930 

1931 

1933 

1934 

Clearing 

69 0 

616 

70 3 

70 6 

80 4 

77 4 

74 7 

74 8 

Compensation 

20 5 

28 7 

16 2 

17 7 

12 5 

14 6 

12 1 

121 

Free exchange 

10 5 

97 

13 5 

11 7 

71 

80 

13 2 

131 


The years 1930 and 1931 effectively represent the situation 
before clearmg and compensation began, since the C^sech, Swiss, 
and Austnan clearings were in operation for only 2 months, 1 
month and 15 days, respectively, at the end of 1931 Because the 
process of mtroducmg clearmgs extended thioughout 1932, this 
year is onutted The years 1933 and 1934 represent the foreign 
trade of Hungary when clearmg and compensation were extended 
to a total number of countries not subsequently exceeded On 
the whole, the comparison of 1930-31 with 1933-34 reveals a 
strong inflexibility m Hungarian trade with each of these particular 
groups of countries But it is only from this one angle, as will later 
become apparent, that one can agree with the Hungarian authori- 
ties in reporting to the League that ^^clearmg agreements were not 
able to exercise a decisive influence on the movements of foreign 
trade 

Though trade hy countries grouped by predominant mode of 

1 The classification is based on the relation of Himgary to other countnes 
as of September 1934 Cf U I f W , Vol 24, p 44 Under clearing come 
Austria, Belgium, Czechoslovakia, France, Germany, Italy, and Switzerland, 
under compensation Bulgaria, Denmark, Greece, Jugoslavia, Poland, Ruma- 
ma, Spain, and Turkey, and under fiee exchange, all othei countries Per- 
centages computed from Hungarian trade by countnes in League of Nations, 
International Trade Statistics (Geneva, 1933), p 142, and ibid , (Geneva, 
1935), p 138 

2 The increase of exports to free exchange countnes, which seemed to 
rejoice some Hungarian commentators, failed to bnng any increase — there 
was actually a decrease — of free devisen as a percentage of total payments 
to Hungary, because the difference went to legal and illegal debt repayments 
But cf p 122 
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payment showed no particularly note^^orthy alterations through 
the advent of exchange control, there did occur important changes 
in relative amounts of tiade paid foi in different vays Statistics 
of payments for exports and imports under the separate heads 
of clearing, compensation, pengo payment and fr^^e Jc\nsen are 
available only for Hungaiy, Austria and certain other countries 
to vhich the League of Nations appointed economic and financial 
advisors ^ What these figures repeal is that eqioits and imports 

Methods or PAYME^T for Huvg\ri4.n Expori^ A^D Imports* 


Mam Categories as Percentage of Total 


Exports 

1932 

1933 

1914 

1935 

19 "b 

1957 

Clearing 

42 4 

47 5 

58 8 

59 8 

61 1 

613 

Compensation 

24 3 

21 5 

15 2 

15 5 

18 0 

15 1 

Total of clearing and com- 

pensation 

66 7 

69 0 

74 0 

75 3 

791 

76 4 

Export against pengo 

1 8 

10 3 

10 0 

51 

36 

46 

Free devisen obtained 

31 5 

20 7 

15 0 

19 7 

17 3 

19 0 

Imports 

1932 

1933 

1934 

1930 

193b 

1937 

Clearing 

45 3 

518 

62 4 

64 4 

66 2 

I-VI 

66 5 

Compensation 

30 1 

28 7 

18 3 

18 7 

19 9 

18 3 

Total of clearing and com- 

pensation 

75 4 

80 5 

80 7 

831 

86 1 

84 8 

Devisen applied 

24 6 

19 5 

19 3 

16 9 

13 9 

15 2 

Imports against marketable 

pengo 

Free devisen disbursed 



(6 5) 
(12 8) 

( 14) 
(16 6) 

( 8) 
(131) 

( 10) 
(14 2) 

^Annual averages from quarterly percentages as 

given 

in the Reports 


(1932-37) of IJ I f W The improbability of seasonal variation m payment 
methods permitted the stnking ot an unweighted average 

passmg through the clearings mcreased persistently as a share of 
the total for the five years 1932-36 So persistent was the mcrease 
that, despite the reduction of compensation deals, the percentage 
for clearing and compensation taken together increased also — 
for exports from 67 per cent to 79 per cent and for imports fiom 

1 Unfortunately, through the merging of clearing payments with those 
made m free devisen, and of compensation with payments in pengo, the 
elaborate statistical matter published by Tyler in his Quaiterly Reports to 
show “the results of exchange control,” is practically useless The same con- 
cealment of free devisen payments characterizes the summaries given m 
Ung Wirt Jhrb , Vol 14, pp 363-364 I have drawn upon the much more 
illuminating figures pubhshed by the Hungarian Institute foi Economic 
Research 
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75 per cent to 86 per cent The decline m amount of exports 
yieldmg free de\n&en ngidiy hmited Hungarian importers in their 
choice of sources of supply This adverse tendency asserted itself 
despite the avowed aim of the Foreign Trade Commission and 
the Foreign Trade Office to encouiage exports to free exchange 
countnes/ and also despite the exchange control reforms of 1932 
and 1935 

Responsibihty for the marked tiend toward a smaller percent- 
age of total payments to Hungary m the form of free devisen is 
borne partly, m the first place, by the spread of exchange control 
even after 1931 Most of these new countries were unimportant 
mdividually in Hungarian trade, but their collective and mdireet 
effects were not negligible, and Italy, going over to really drastic 
exchange control in 1934, was third in importance in Hungarian 
exports and fourth in imports Furthermore, the gradual reduc- 
tion of gold reserves throughout continental Europe led to a diver- 
sion of imports to clearing countries such as Hungary Fmally, 
smce Hungary had a favorable trade balance with her most 
important creditors, these countries could exploit their debtor 
position on current account to secure the earmarking of mcreas- 
ingly large shares of Hungarian export proceeds for the liquidation 
of old debts, a circumstance which caused bitter recrimination 
on the Side of Hungary 

Latest developments show no improvement in the portion 
of Hungarian trade 3 nelding free devisen For the last penod 
reported m detail, the first half of 1937, clearmg and compensation 
declmed slightly in favor of free devisen in both exports and 
imports ^ An estimate for 1938, however, puts clearmg and com- 
pensation at two-thirds with a further addition of 90,000,000 
pengo as partly free or covered by gentlemen^s agreements limit- 
mg the availability of devisen ® The conclusion of payments agree- 
ments includmg Belgium, Switzerland, and France dunng 1936 
and 1937 failed to work any noticeable betterment, simply 
because trade with these countries did not exceed 5 per cent of 
the total In conclusion it may be observed that clearmg and 

1 Cf p 82 above 

2 Of p 121 

3 Volkswirtscbaft, 1938, p 192, cf also E P P Edwards, Report on 
Economic and Commercial Conditions in Hungary, 1935-37, Dept of Over- 
seas Trade, No 697 (H M Stationery Office, 1938), p 203 
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compensation cohered from 8 per cent to 10 per cent on the 
import side, because exports of ^heat to xlustna and brought 
free devisen 

Very sigmficant changes m Hungarian trade appear fiom a 
separation of exports^ into geogiaphic regions, though the influence 
of exchange control m this respect is piobably secondary The 

HuNGAKIAN ExPOPTS by GeOGRIPHIC DlbTRIBtTIOX'^ 

1925-30 1929 1930 1931 1932 1933 1934 1915 1930 19"7 1938 

Immediately 

adjoining 

countnest 61 9 57 2 53 8 43 3 46 4 43 2 37 4 31 3 2S3 26 7 29 4 
Germany and 

Italy 17 8 18 6 23 2 22 5 23 0 19 8 30 4 371 361 36 3 36 1 

Other 

countries 20 3 24 2 23 0 34 2 30 6 37 0 32 2 31 6 35 6 37 0 35 5 
’^Compiled from Statisztikai Havi Kozlemen^ek, Vol 24-41 
yAustria, Czechoslovakia, Rumama, Jugoslavia The figure for 1938 
does not include Austna m Germany 

proportion of Hungaiian exports going to adjacent countnes — 
Austiia, Czechoslovakia, Rumania, and Jugoslatua — fell by half 
over the decade 1929-38, exports to Italy and Geimany doubled 
from 1933-38, and exports to “other countnes’^ increased by half 
from 1929-31, thereafter maintaining about this level The 
abrupt drop m percentage of exports to adjacent countries came 
m 1931, when expoits to Czechoslovakia diopped from the 1930 
share at 16 8 pei cent, giving to this count ly a rank second only 
to Austria's, to 4 2 per cent and a rank of sixth or seventh m 
Hungarian exports This cataclysmic decrease, explained by the 
lapse of the commercial treaty vith Czechoslovakia at the end of 
1930, was never made good, and it is precisely this decicase which 
gave to “other countnes" the shaip gam m their share of Hun- 
ganan exports from 23 per cent to 34 2 per cent, subsequently 
neithei reversed nor intensified 

Another cataclysmic change appears in the strong gams made 
by Germany and Italy m 1934 and 1935 at the expense of the four 
countnes immediately adjoining Hungary By one bound exports 
to Germany doubled from 1933 to 1934, both m absolute magni- 
tude (43,700,000 pengo to 89,500,000 pengo) and in relative 

1 Changes on the side of imports simply reflect the diversion of exports 
analyzed m the text, or change in a fashion to suggest the operation of no 
general forces 
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importance (112 per cent to 22 2 per cent) A new trade agreement, 
imtialled on February 21 and put mto force on April 1, 1934, pro- 
viding widei opportumties for Hungarian agricultural exports,^ 
paved the way for this movement, but the real impetus seems to 
have come from the Work-Cieation program in Germany, with 
its increased demand for raw matenals in generaP and moie par- 
ticularly for foodstuffs demanded by newly employed laborers ^ 
Furthermore, because of the superior bargaimng position of 
Germany,^ it would be natural to expect some favoring of exports 
to this country through the system of differential exchange agios 
then in force in Hungary, though the lack of published rates 
prevents confirmation of this behef The German gain of 1934 
was followed next year by a sharp increase of exports to Italy from 
8 3 per cent to 13 5 per cent of the Hungarian total In May, 
1934, Itahan exchange contiol had been tightened, and in July, 
1934, the Rome Agreements of Italy, Austria, and Hungary had 
been ratified With the outbieak of the Abyssiman War it was 
qmte natuial that Italy should draw her imports more extensively 
fiom clearing countiies, paiticulaily from Hungary, which declined 
to pm m the League of Nations sanctions But within the last 
eighteen months the change of greatest significance has been the 
absorption of Austria and Czechoslovakia into Geimany From 
1937 to 1938 expoits to the Altreich alone incieased fiom 24 per 
cent to 28 per cent and imports from 26 per cent to 30 per cent of 
the Hungaiian totals In the first quarter of 1939 Gieater Ger- 
many took 95 per cent of Hungarian meat export, 88 per cent of 
the hogs, and 75 per cent of the gram The portentous political 
and economic significance of this situation is worthy of especial 
emphasis ® 

Discussions of Hungarian trade under exchange control have 
so frequently referred to a tendency of exports to go to “distant^^® 

1 Tyler, Tenth Quarterly Report (Apnl 26, 1934), p 18 

2 Ungarns Handel und Industne im Jahre 1936, pp 22-25 

3 A V Mecs^r, ^‘Die RucLwirkungen des Anschlusses luf die 
Beziehungen zum Deutschen Reiches,” Ung Wirt Jhrb , Vol 14, p 23 

4 Whereas Germany constituted a fifth of the market for Hunganan 
products, they account for only two per cent of German imports In this 
sense cf also Mark Mitnitsky, ‘‘Germany’s Trade Monopoly m Eastern 
Europe,” Social Research, Vol 6, pp 22-39 

5 The New Statesman and Nation, Vol 17, No 432 (June 3, 1939), 
p 850 

6 Hunganan General Credit Bank, Economic Report, Vol 9, No 10-11 
(October, November, 1936), Tyler, Third Quarterly Report (July 15, 1932), 
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or even to “far distant^^^ countries that the idea became a shib- 
boleth Actually no non-Euiopean country figuies prominently 
m Hungarian trade, and amongst Euiopean countnes which 
might be thought of as ^^distant ” such as England Belgium, 
France and the Netherlands, theie vas no tendency for their 
share of Hungarian expoits to increase under exchange control 
If by “distant” one ‘should mean simply Italy and Germany, we 
ha\e already observed the pei distent gam of these countries at 
the expense of the four countnes adjoining Hungary, and the 10 
per cent loss on the export side suffeied by all six of the near and 
contiguous countries in compaiison with “other countnes” The 
latter change actually came before exchange control, and the 
growth of exports to Italy and Germany denied from a tendency 
toward a political entente wuth the^e countnes, favorable trade 
agreements, the German work-cieation progiam and the Italian 
war m Africa, lather than from exchange control It is true of 
course, as Hungarian authorities ha\e maintained, that in the 
absence of clearings and compensations, neithei country could 
have drawn heavily upon Hungarian agiicultural supplies But 
pohtical enmities and alliances play the largest role To Austna 
and to the three remaimng contiguous countnes, which consti- 
tuted the formei Little Entente, Hungarian exports ai eraged 61 9 
per cent over the penod 1925-30, even by 1930 they had fallen to 
53 8 per cent and by 1931 befoie the dealings came into operation 
to 43 per cent, on the other hand, the share of Germany and Italy 
rose from an average of 17 8 per cent during 1925-30 to 23 2 per 
cent in 1930 before the advent of exchange control, remained 
unaffected m 1932 by the introduction of cleanng, and expeiienced 
its great augmentation m 1933-35 with the de\elopment of pres- 
ent pohtical ahgnments 

Finally, we may observe the behavior of Hungarian trade 
with the most important of hei cieditor countnes - From 1930 
to 1931 Hungarian expoits to these countnes increased in absolute 
amount by 11 pei cent and in relative shaie of her total expoits 

p 12, idem, Tenth Quarterly Report (April 16, 1934), p 15, idem T\^elfth 
Quarterly Report (October 13, 1934), p 10, League ot Nations, World Eco- 
nomic Survey 1933-34 (Geneva, 1934), p 149 

1 Hungarian General Credit Bank, loc cit , Vol 11 (Februar;^, 1937), 
Tyler, Twenty-Fifth Quarterly Report (February 26, 1938), p 5 

2 Cf figuies for exports, imports, and balances with France, United 
States, England and Switzerland, p 371, below 
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from 12 per cent to 22 per cent, at the same time capital inflows 
from these veiy countries continued at 210,000,000 pengo for 1930 
and 287,000,000 pengo foi 1931, despite the conversion of the 
small unfavorable balance of trade in 1930 with the cieditors into 
a large favoiable tiade balance in 1931 ^ Under fiee exchange, such 
as obtained while most of these funds were moving, there is no 
necessity that as between tw^o countiies goods should move on 
balance in the same direction as capital Yet there would be some 
tendency of this soit, a movement of goods directly contrary to 
the capital movement is unusual 

The explanation of this situation seems to he m the fact that 
the outward movement of values had more powerful and intimate 
connections with commodity trade than did the much larger move- 
ment of funds inward In response to pessimistic anticipations 
ansmg fiom the catastrophe to agncultural prices, Hungarian 
nationals engaged m a capital flight by exporting to the financially 
strong nations and taking payment in foreign cuirency and secuii- 
ties As depression deepened, inventories and all things available 
for export were sacrificed to the flight into safer curiencies For- 
eigners who had made direct investments in Hungary may have 
withdiawn inventories and even some equipment Capital flowing 
into Hungary, on the other hand, went largely into state and 
mumcipal improvements which competed with export industries 
only remotely for raw materials and factors, oi into hquidity 
reserves, such as the Bank for International Settlements loan to 
the Hungarian central bank, which did not operate to raise costs 
Exchange contiol, including clearings, effectively stops 
repa 3 nnents via third countries, after 1931 it would be natuial, 
therefore, to expect a direct association of capital and commodity 
movements Lending to Hungary ceased m 1932, and repayments 
by means of ^'additional exports’^ had scaicely begun the neutral 
trade balance which actually appeared in that year fulfills expec- 
tations After 1932 the expected favorable balances with creditor 
countries hkewise were reahzed, their size depending upon the 
phase of the cycle within Hungary 

Hungarian exports turned strongly toward England and 
Switzerland dunng 1931, for as countries with a reputation for 
“ sound currencies they attracted a large part of the substantial 
pengo export balance developed by flight capital m that year 
Expectations are also confirmed in the dechne of Hunganan 
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exports and the inciease of impoits fiom particular countne^ after 
their devaluations, as m the case of trade with England in 1932 
in comparison with 1931, and with Switzerland in 1937 and 1936 
Finally it is to be obsen ed that, though France was quantitatively 
half again more impoitant than England as a creditor of Hungary, 
the favorable balances which Hungary developed in maintaining 
debt service for France were a small fraction of those for England 
The French quota system seems to have pm chased protection 
for domestic producers at a heavy cost to French foreign lendeis 

C Export and Import Prices Terms of Trade 

In the introductory chaptei it was argued on purely a pnoii 
grounds^ that the introduction of exchange control and cleanngs 
would raise costs and pnces in international trade exports would 
bring higher (gross) prices, if sold to clearing rather than to free- 
exchange countiies, and imports from dealing countnes would 
cost more than if they were purchased from free-exchange coun- 
tnes It IS strange that the League of Nations Report on Exchange 
Conti ol restricted its argument to the side of exports, but for- 
tunately for present purposes the statistical verification for exports 
happens to be drawn from the case of Hungary Furthermore, 
the League appears to have had more complete trade statistics 
at its disposal than those pubhshed by the Royal Hunganan 
Statistical Office, in which the quantity of, and total pnce paid 
for, a particular export is not always given for each country The 
figures of the Report are particularly valuable, therefore, for their 
inclusion of all countries for several of Hungary's most important 
exports Pnces m seveial cases are 50 per cent higher for exports 

Hungaky Average Export Prices op Certain Articles, 1936* 

(In Pengo per Quintal) 



To Exchange Control 

To Other 

To AU 


Countries 

Countnes 

Countnes 

Wheat 

16 01 

11 15 

14 09 

Wheat flour 

22 70 

12 96 

18 53 

Chickens, etc 

132 0 

87 0 

118 0 

Fresh butter 

198 0 

115 0 

158 0 

Eggs 

89 0 

70 0 

87 5 

Malt 

23 49 

18 68 

19 68 

Rye 

12 69 

8 51 

12 63 


*League of Nations, Report on Exchange Control (Geneva, 1938), p 34 
1 Of pp 24-26 
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to clearing countries, and foi wheat flour the margin exceeds 75 
per cent The extent of these differentials and the exhaustiveness 
of the figuies as to countries seem to leave no doubt that m 1936 
Hungarian trade fulfilled the theoretical expectation 

Hove\er, if the pi ice differentials had antedated exchange 
contiol — price diffeiences lesting upon differences in quality, m 
method of quotation, in “terms^^ allowed the purchaser ~ the 
evidence of 1936 would be inconclusive To explore this possibihty, 
I have earned back the calculation of expoit prices for three of 
the commodities in the Report to 1931, before clearings were 
estabhshed The very restricted size of the sample is explained by 
the necessity of selecting commodities of standard quahty and by 


Prices of HtiKGARiAN Exports to Certain Free 
AND Exchange Oontroe Countries'*' 
(Average Prices in Pengo per Quintal) 


Commodity ea^ported 

Dressed poultry 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

England 

185 7 

117 7 

113 4 

97 8 

85 9 

84 6 



Germany 

Butter 

194 0 

143 8 

122 3 

109 2 

1221 

126 5 



France 1931-33 
England 1934-38 

280 7 

169 8 

135 5 

65 0 

109 9 

114 4 

135 0 

135 9 

Germany 

Flour 

276 0 

199 9 

157 4 

203 0 

197 9 

204 4 

2110 

204 7 

England 

28 0 

23 0 

15 8 

18 0 

118 

13 0 



Czechoslovakia 

26 8 

23 0 

21 7 



28 0 




^Compiled from data of volume exports by countnes in quintals and 
total value of specific commodities exported to given countnes, as given in 
Statisztikai Havi Kozlem^nyek, Vol 36^41 


the fact that, even in the most exhaustive trade statistics pub- 
lished, it IS piactically impossible to discover complete senes of 
both volume and value of exports by commodities by specific 
countnes Howevei, in the case of the three commodities for 
which somewhat mteriupted series could be shown there is no 
instance in which the tendency of export prices to exchange- 
control countries (Germany oi Czechoslovakia) to exceed export 
prices to free countries (England oi France) is explained by a price 
diffeiential existing befoie the introduction of clearings Further- 
moie, although the samples include only single countries in either 
categoiy in contrast with the Leaguers figures including all coun- 
tries, the figures show also that the year 1936, the only one pre- 
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sented by the Report, is not an i=!olated ca^^e or a mere accident 
On the side of impoits, not included m the Report, hmitations 
such as those encountered for export lestnct the figures presented 
here to mere illustratne examples A\erage prices paid for raw 


Prices or Hung^i^ Imports from Gertux Free 
\ 2n> Exchange Control Countries* 
(Average Prices in Pengo per Quintal) 


Commodity imported 
Raw coffee 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

193S 

England 

140 0 

155 0 

130 3 

121 1 

78 9 

781 

912 

67 2 

Germany 
Anthracite coal 

140 0 

180 0 

145 7 

121 1 

85 2 

106 5 

1261 

128 9 

Poland 

3 50 

3 50 

3 50 

2 78 

2 57 

2 56 

2 30 

2 30 

Germany 

Cocoa beans 

3 50 

3 51 

3 48 

2 96 

3 10 

3 08 

3 05 

319 

England 




44 2 

43 0 

53 0 

74 4 

50 3 

Germany 




44 2 

43 0 

51 0 

88 0 

62 2 


^Source as on p 128 

coffee imports began in 1931 with absolute equahty, but immedi- 
ately thereafter revealed the a pi ion expectation that more would 
have to be paid to the exchange-control than to the free-exchange 
countries For the single year 1934 coffee prices again came to 
equahty when, under the operation of the so-called Swedish clause, 
Germany extended her imports without extra expenditure in 
devisen, and was consequently in a position to offer some com- 
modities at 1 educed prices, but with the abrogation of Swedish 
clause agieements in 1935 the onginal tendency reasseited itself, 
and by 1938 Hungary was actually paying double the English 
price for its coffee imports from Germany In 1934 and 1935, 
while Poland still mamtamed freedom of payments, her anthracite 
coal cost Hungary less than Germany’s, theieafter the same rela- 
tion persisted, undoubtedly because of Germany’s ability, as over- 
whelnungly the greatest market for Hungarian exports, to dnve 
a hard bargain ^ Figures are not available for cocoa-bean imports 

1 The opinion is expressed m the Ro^al Institute of International 
Affairs, South-Eastern Europe, pp 196-200 that Germany either did not 
stnve or at any rate did not succeed m utihzing her mere size as an importer 
to turn the export-import price relation in her favor The e\idence for this 
contention is that for a number of southeast European countries following 
1933-34 export prices rose relatively to import prices The recovery of agn- 
cultural relatively to industrial prices is qmte forgotten ^ 
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into Hungaiy in the early years of exchange control, and they 
show no marked changes fiom 1934 through 1936, but m 1937 
and 1938 the expected use in cost of German supplies to Hungaiy 
puts in its appearance 

The evidence given in the League Report and the further 
indications adduced here support the generalization that, as apphed 
to Hungary, exports bring higher gross prices and imports entail 
higher costs in trade with exchange-control than with free-exchange 
countries Though the teims of trade may be shifted m these 
price changes by differing cost and demand functions, there can 
be no a fnon certainty as to which country, as between two 
exchange-control countnes, will gam or lose But the terms of 
tiade are only half the story when volume of trade is also con- 
sidered, the ordinary tendency of clearings to enforce an equality 
of exports and imports by levelling downward, makes it prac- 
tically certain that both countnes denve a smaller gain from 
international trade 

As between a free-exchange and a clearing country, oi as 
between the situations of one country before and after the institu- 
tion of exchange-control, the foiegoing evidence would show that 
the second situation involves a loss even in terms of trade For 
since cleanng raises the cost of imports, and since there is no 
reason for behevmg that import costs m the free relations should 
fall, the average cost of impoits must be raised for the country 
under cleanng airangements On the side of exports, the higher 
gross prices would mean a reduction in net prices except in the 
hmiting cases of demand and cost functions which throw the 
interest and risk costs of sales through the dealing entirely on 
the buyer The probabihty of this constellation is small Conse- 
quently cleanng involves losses m both terms and volume of trade, 
if comparison is made with free exchange 

The Hungarian Institute of Economic Research publishes a 
monthly and annual index of the prices of exports expressed as a 

Htjngabian Expobt Peices as a Percentage of Import Prices* 
(1925-27=100) 


1929 

92 0 

1933 

818 

1937 

94 4 

1930 

90 4 

1934 

94 4 

1938 

97 0 

1931 

84 7 

1935 

102 9 

1939 


1932 

86 4 

1936 

98 0 

April 

92 0 


*U I f W, Vol 1-42 
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peicentage of the puces of imports, the so-called “foreign trade 
price shears ” Ovei the years 1929-1935 the iall and use m Hun- 
ganan terms of tiade as measmed by this index follow the collapse 
and recovery of agncultural prices relatively to industrial prices, 
and whatever adverse effects exchange contiol may ha\e had are 
submerged m this major mo\ement But ‘^ince the agncultural 
bheais continued to close from 1935 to 1937,^ it ould be reasonable 
to conclude that the ad\eise movement in Hungaiian terms of 
trade in 1935, 1936, and 1937 rests directly upon exchange control 
and other autarchic devices The implication's of tins detenoration, 
either natural or induced, m the “gam from trade’^ appear with 
catastrophic seveut;y in the matter of foreign debt 

Foreign Debts under Exchange Control 

The introduction of exchange control in 1931 was occasioned 
for Hungary as for other countries by withdrawals of foreign 
capital threatening the collapse of the monetary standard We 
have already followed early developments — the stop-gap pro- 
hibition of all outward capital tiansfers under the exchange-control 
decrees, and the petrifying of long-term debts under the Mora- 
torium of December, 1931 Since the Moratorium, unlike the 
Standstill on short-teim foreign debts, was a matter of one-sided 
action, it included the entire body of long-term debts (2,470,736,- 
088 pengo), exempting only the League Reconstruction Loan of 
1924 Amortization and interest were maintained on this loan 
until August, 1932, for the following year service had to be sus- 
pended entirely, and thereafter only mterest was paid, half in 
exchange and half in coupons or blocked pengo With this excep- 
tion and one pei cent interest on the Bank for International 
Settlements loan, Hungaiy paid nothing m devisen upon its foieign 
obhgations until 1937, and even where transfer w as made mdiiectly 
by “additional exports” and so forth, interest alone and at leduced 
rates was paid The fiist lenewal of the Moiatonum in December, 
1932, carried with it one-sided reductions m nominal interest to 
5 per cent, the renewal of the Moratorium was simply made by 
annual decree thereafter 

Hungarian debtors paid the pengo equivalent of sums owing 
to foreigners on long-term debt — prmcipal and mterest — into 

1 Cf p 103 above 
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a “Foreign Creditois’ Fund’^^ with the Hungarian National Bank 
Except for interest service on the Bank for International Settle- 
ments and League loans, disbursements from this fund were made 
into “Blocked Inland Pengo Accounts^' held by authorized Buda- 
pest banks to the credit of foieigneis Utihzation of blocked pengo 
held by foreign owners under the Moratorium depended upon 
permission of the Hungarian National Bank, in fact, the use was 
hnuted with some exceptions to defra3ang expenses incurred by 
the owner through travel oi residence in Hungary ^ On the basis 
of permitted uses, these so-called “coupon pengo” or “coupons” 
were traded in at varying percentages of panty on the chief for- 
eign markets at Zurich, Amsterdam, and London If, as in Decem- 
ber, 1933, the coupons sold at 73 8 pei cent of par, a 5 per cent 
bond yielded effectively 3 69 per cent, if, as in November, 1936, 
coupons sold at 30 3 pei cent, the yield dropped to 1 52 per cent 
So far as obhgations of the State, embracing about half of 
Hungary's foreign long-term debts, are concerned, payments into 
the Fund came to be a mere formahty From the Autumn of 1932 
to June, 1933, the government fell mto anears to the Fund by 
34,400,000 pengo, thenceforth it constantly increased the amount 
which was paid by means of Treasury bills, as may be seen from 
the statistical summary in the Appendix,^ relying as a matter of 
fact exclusively upon this method But even this financing entailed 
a less than propoitional burden upon government credit, inasmuch 
as, from about the same time onward, the Fund advanced to the 
Treasury and to the state railways sums exceeding half the in- 
payments In certain quarters this move was censured as infla- 
tionary or at least as preventing the deflation necessaiy to provide 
pnce-diffeientials to accomphsh transfei m leal goods ^ The 
ofiScial Hungarian attitude, warmly suppoited by the banks and 
economists, was that the very desideiatum in the admimstration 
of the fund was avoidance of deflation ® The matter turns in 
prmciple simply upon the degree to which it is politically and 

1 On Tebruary 26, 1935 tbe designation of the Fund was changed to 
*‘Casli OflSce of Foreign Credits 

2 Tyler, Twenty-third Quarterly Report (July 15, 1937), p 15 

3 Cf p 372 below 

4 t) I f K , Vol 6, No 2, p 39 , and Vol 7, No 6, cf also Machlup 

in the Neues Wiener Tagblatt, January 1, 1933 

5 U I f W , Vol 14, p 116 Cf also Stephan Varga, “Bemerkungen 
zu den Problemen von Aufbnngung und Transfer,^' Economic Essays in 
Honour of Gustav Cassel (London, 1933), p 654-658 
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economically possible to reduce standards of li\ing by the defla- 
tionary method of inducing actual transfer In the actual course 
of events the maximum outstanding loan of 57,000,000 pengo 
m June, 1936, does not seem paiticulaily aiaiming in companson 
with a monetary circulation of 598,000,000 pengo, though it 
admittedly contnbuted something to the upward di\ergenee of 
Hunganan from gold-bloc pnces 

In deahng with short-teim foreign debts the maintenance of 
good relations with foreign bankers induced the Hungarian authori- 
ties to resort to attempts at agreement lather than to umlateral 
action Of 1,838,000,000 pengo m this debt category, only 823,- 
000,000 pengo could be covered by agreements, partly because 
the foreign creditors were scattered and not represented m any 
orgamzed fashion Even upon the Standstill debts three months 
elapsed between the end of the first on August 1, 1932, and the 
acceptance of the second agreement, and a month again elapsed 
between the Second and the Third Standstills The lattei, entered 
upon m March, 1933, was sigmficant m its pio\nsion for a 5 per 
cent annual amortization quota, if the creditor agreed to pengo 
payment Although the Third Standstill was expected to run 
for one year, it was substantially modified on October 20 by the 
famous Pengo Transfer Agreement ^ The possible emplo3'meiit 
of blocked pengo under earlier anangements had largely been 
restncted to domestic applications — to granting mortgage loans, 
purchasing Hunganan shares, mortgages and bonds, aeqmnng 
real estate and land, and granting pengo credit to banks - Under 
the ^'Berkovitz Plan'^ of October 19, 1932, a limited extension of 
blocked pengo to “additional exports’^ at a discount from par 
value was introduced The Pengo Transfer Agreement now regu- 
lanzed this practice by allowing additional expoits agamst the 
5 per cent capital amortization quota, and in addition against 
voluntary repayments by industries (not banks), provided there 
was no discrimination between foreign creditors, and finally against 
other pengo balances approved by the Bank ^ License for addi- 
tional export required that 20 pei cent of the expoit value be paid 
m free devisen 

1 Sometimes called the ^^Alartins Agi cement,” because of the use of 
Martins Bank, London, as the clearing bank for blocked pengo balances 

2 Hunganan National Bank, special publication, Admimstration of the 
Foreign Exchange Control m Hungary (Budapest, June 13, 1933), p 17 

3 Tyler, Eighth Quarterly Report (November 8, 1933), p 12 
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The Standstill Agieement was leiiei^ed for one year on 
April 4, 1934; with the possibility of one-half per cent interest 
reductions (to li per cent) for prompt payment The principle 
of equal tieatment of all ei editors, onginally apphed to voluntary 
payments but consideiably modified m the Pengo Tiansfer Agree- 
ment, was now lemoved altogether Aftei a temporary extension 
foi three months on April 1, 1935, the Standstill was renewed for 
a seventh tune on June 25, 1935, for one year begmmng July 15. 
with another interest reduction of one-half per cent and a shoit- 
enmg of the compulsory amortization quota to 3 per cent, and 
this quota persisted until the thorough levision of Hungary's 
entire foreign debt service m the summer of 1937 When the Stand- 
still was again renewed on July 6, 1936, it included, beside the 
Bntish and American short-term banking creditors, also the Swiss, 
French and Dutch Obhgatory capital repayment for state and 
municipal obligations was raised from one pei cent to three per cent 
prevalent for other Standstill debts, claims for repayments m 
pengo were made tiansfeiable between parties included in the 
Standstill, and finally pengo balances were made apphcable to 
shares tiaded on the Budapest Stock Exchange, though such 
shares had to remain blocked for thiee years The Standstill 
Agreement of 1937 marked a new epoch in Hungarian exchange 
control by providing foi the fiist time that payments should be 
made entirely m free exchange From its mauguration on July 15 
this arrangement has, except for certain categories, paid 434 per 
cent interest and one per cent amortization 

Under the general prohibition of outward capital transfers 
under the devisen decrees, payments of Hungaiian debtors on 
foreign debts were sequestrated into certain blocked accounts 
Various exigencies caused the reclassification of these accounts 
from time to time, but their composition m 1937 can be taken as 
representative Theie were then eight varieties, four of them 
genuinely blocked, two merely transition accounts, and two in 
effect free ^ The most important categoiy embraced “Blocked 

1 The accumulated balances of the vanous blocked accounts have never 
been revealed The description of the accounts given in the text is based 
chiefiy upon the following sources Adimnistration of the Toreign Exchange 
Control in Hungary, pp 13-15, Devisenbewirtschaftung in Ungarn, 8th ed 
(Budapest, April 20, 1937), pp 4-8, 9th ed (Budapest, December 20, 1937), 
pp 4-8 Josef Judik, ^Devisenbewirtschaftung m Ungarn,^’ Ung Wirt 
Jrhb , Vol 8, pp 319-320, Osterreichischer Volkswirt, April 23, 1932 
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Inland Pengo Accountfej” held like all other legulated accounts 
m specified deM^en banks by pm ate and corpoiate debtors in 
Hungary Into these particulai accounts \^ere paid interest and 
redemption*^ falling under the IHoratonum by the Foreign 
Credit 01 s’ Fund ot the National Bank ^ In-pa} ments required 
permission of the Hungarian National Bank, as also the utilisation 
(possible only within Hungary) of the funds by foreigners A 
second category, “Inland Pengo Accounts,” included some funds 
tied up from the bank holidays of 1931, pa}unents on non-mercan- 
tile liabilities arising after January 31, 1932, but not cohered by 
the Standstill, and some meichandise debt payments prior to that 
date “Inland Merchandi^^e Pengo Accounts” embiaced payments 
only upon merchandise debts originating after January 31, 1932 
In- and out-pa}’inents were subject to the same pro\isions as 
“Blocked Inland Pengo Accounts ” But whereas “Inland Pengo 
Accounts’ could not be utihzed by foreigners for Hungaiian 
exports, “Inland Merchandise Pengo Accounts” could be by 
special permission Finally there were “Old Bill-of-Exchange 
Accounts” which arose from the deposit of foieign exchange before 
July 17, 1931, and which hke the other blocked deposits required 
pei mission for their use 

The Standstill Agreement required that the private person 
in Hungary should not repay an existing merchandise debt until 
he elsewhere obtained a new^ merchandise credit of equal magm- 
tude to supplant it Pending the piesentation of documentary 
proof regal ding the new credit, payments on existing merchandise 
credits were made according to certain techmcal determinants 
into either “Blocked Bill-of-Exchange Accounts” or “Suspense 
Accounts”, aftei approval of the new ciedit, the sums were trans- 
ferred to the “Blocked Inland Pengo Accounts” mentioned above 
“Suspense Accounts” also received in-payments b} Hunganan 
importers dunng the 6-8 weeks delay aftei apphcation until pei- 
mission to pay the foreign seller had been granted by the Bank 

Fmally there weie two accounts ausmg from deposits made by 
foreigners subsequently to July 17, 1931, for w^hich m- and out- 
pa}mients lequiied no permission of the Hunganan National Bank, 
and for which the Bank upon petition made payment in genmne 

1 These accounts include also the service on certain old and new mer- 
chandise debts on certain old non-mercantile liabilities outside the Standstill, 
and deposits made by foreigners of pengo bank notes 
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foreign exchange These deposits were called ^‘Free Foreign Pengo 
Accounts” and ^Tree Foreign Exchange Accounts,” the difference 
being that with the former the foreign depositor accepted a pengo 
eqmvalent of his suirendered valuta^ whereas with the latter he 
maintained the account m teims of some specific foreign currency 
Neither of these varieties belongs to the categoiy of genuine 
blocked accounts 

Amongst the various t3rpes of blocked accounts only four, as 
we have seen, represented genuine blockmg, and of these only two, 
resulting from the Moratonum and the Standstill, were sufficiently 
traded in to be quoted continuously on the chief international 
markets The curve of quotations on Standstill pengo (Fig 13, 
p 94) as a percentage of parity shows that, once the value of 
these pengo had assumed an absolute magnitude given by foreign 
evaluauons m view of permitted uses at about 50 per cent of par, 
their general course paralleled quite closely the Zurich quotations 
upon pengo notes, which in turn, according to previous analysis,^ 
can be explained m teims of monetary pohcy and the behavior 
of puces in Hungary 

Two major exceptions to this parallel movement are the high 
level of Sperrpengo values from September, 1933, to July, 1934, 
m the teeth of a decline m pengo note quotations, and the dispro- 
portionate rise of Speirpengo relatively to notes from March to 
July, 1937 The first of these departures rested upon an exception 
made by the Hungaiian National Bank to its general rule restrict- 
ing Sperrpengo to industrial expoits and permitting temporarily 
the purchase of farm products as '^additional exports” to further 
the marketing of the large crops of 1933 ^ When the Bank returned 
to its regular practice Speri pengo dropped rapidly m the latter 
half of 1934 from 58 3 per cent to 44 4 per cent This movement 
re-established the paiallel with pengo notes, which dechnedfrom 
75 per cent to 66 per cent meanwhile, and with the inverse move- 
ment of the price of gold on the Budapest market (Fig 13, p 94) 
Seasonal advances in the value of Speirpengo can also be observed 
m the fourth quarter of 1935 and the third quarter of 1936, indicat- 
ing presumably that for a short penod the Bank permitted the use 

1 G£ pp 93*~106 above 

2 Eugen R6z, ^^Das dntte Jahr der Devisenbewirtschaftung,” Ung 
Wirt Jbrb , Vol 10, p 243 ff 
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of these blocked accounts for agiiciiltuial expoits^ The sudden 
ad'^ance of Standstill pengofromlO percent m Februaiy, 1937, to 
54 3 pel cent and 55 9 per cent m May and July rests upon maiket 
anticipations of the faioiable debt settlement After this settle- 
ment in July the National Bank became the sole purchaser of 
Standstill pengo, market quotations disappeared, but there existed 
a continuous offer by the Bank at about 47 per cent, representing 
a mean of puces foi two and one-half years pieviously 

Quotations on Hunganan coupons, or interest obhgations 
under the Moratonum, have tended ii regularly downward as the 
piospects of maintenance of contiactual inteiest have gradually 
become extinct, and as the field of utihzation has, with occasional 
reversals, been narrowed down Thus the recoveiy from 48 per 
cent to 75 per cent fiom March to November, 1933, is defimtely 
hnked with the development of legular trading in coupons for 
pui poses of travel in Hungary by other peisons than the oiigmal 
coupoii-holdeis ^ The violent fall from 56 pei cent to 29 per cent 
between December, 1934, and May, 1935, was precipitated by an 
ordmance of February 24, 1935, reducing the possibility of illegal 
repatriations From May, 1935, throughout the balance of the 
year, there appears to have been something of a recovery in this 
business, lying at the bottom of the advance of coupon quotations 
to 30 per cent, but the final categoric piohibition of security 
repatriations in January, 1936, again ushered in declining coupon 
prices^ The debt settlement of July, 1937, apparently reduced 
yields below what had been expected and caused a shading off in 
coupon prices, but the really disastious plunge came m Maich, 
1938, with the German seizuie of Austria and foreign misgivings 
concerning the fate of Hungary The revival of coupon puces 
during the early months of 1939 was probably a by-product of the 
large amount of funds poured into Hungaiy from Germany via the 
Zurich maiket pieceding the Hunganan geneial elections in May ^ 

Save for the very limited cases of payment m free exchange 
which have already been noted, seivice upon Hungarian foreign 
debts prior to July, 1937, proceeded through payments ^fin kind,^^ 

1 e through creditors’ acqiusition of goods and titles or the utiliza- 

1 Bevxsenarcluv, Vol 1 (August 25, 1936), p 921 

2 Cf R6z, loc cit 

3 Die Stunde (Vienna), Januaiy 23, 1936 

4 New York Times, May 21, 1939, p 18 
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tion of services tn Hungary y or thiough ^^additional eJ^portb 
The last possibihty rested upon a readiness of foieign ci editors to 
accept quantities of Hungarian exports eien at the aitificially high 
price given by the apphcation of the official late of exchange, in 
order to reahze immediately upon their claims This concession 
was transfer! ed to the Hungarian exporter through his being 
given permission by the National Bank to receite from foreign 
creditors the blocked pengo (at par) and to sell such pengo at an 
“additional export premium” paid by the Bank in domestic pengo 
Hungary was indeed the first country to exploit creditor conces- 
sions as a means of hquidatmg debts cheaply and at the same time 
sustaining exports and employment The rate at ^\hich debt 
service was maintained through this device depended, it was said, 
upon the export being one “of which the foreign-exchange pro- 
ceeds are not reqmred for the mamtenance of Hungaiy's economic 
hfe Since this cntenon came to be lecognized in the course of 
time as rather too abstract and vague for particular eases, addi- 
tional exports were subsequently defined quite simply as those 
for which the National Bank “pays a premium exceeding the 
ordinary amount 

Under the First Standstill (March 31, 1932) foreign creditors 
were limited in the utihzation of blocked accounts to investments 
of various categories withm Hungary But the Berkovitz Plan 


Export AGAINST Pengo H\lf Year Totals* 
In Milhous 


1932 

I 

29 

1936 I 

62 


II 

16 

II 

10 6 

1933 

I 

76 

1937 I 

13 4 


II 

27 9 

II 

77 

1934 

I 

20 4 

1938 I 

44 


II 

14 9 


— 

1935 

I 

98 

Total 

135 6 


II 

82 




*Uiig Wirt Jhrb , Vol 14, p 363 


(October 19, 1932) opened up the possibihty of reahzation through 
exports, a decree of April 8, 1933, permitted apphcation of Stand- 
still balances to the travel of third parties, and finally the Pengo 

1 Text of the Pengo Transfer Agreement (October 20, 1933), p 3 as 
distnbuted in mimeographed form 

2 Devisenbewirtschaftung in Ungam, 9th ed (Budapest, 1938), p 44 
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Transfer Agreement (October 20, 1933) extended and regularized 
additional expoits Ostensibly because the demand for Hungarian 
mdiistnal pioducts was “melastic,”^ perimssion for additional 
exports was only exceptionally given for agricultural products — 
chiefly in the crop-moving periods of 1933-34 and 1936-37, ^ as the 
figures on page 152 show 

The extent of export premia is not known The nominal rate 
appears to have been lather regulaily between 105 per cent and 
110 per cent,^ but var5nLng portions of the export devisen had to be 
surrendered by the Hungarian seller at the regular export premia 
— for example, latterly at 50 per cent to free devisen countries — 
and since these proportions have not been allowed to become 
pubhc, the effective ‘^additional export^ ^ premium lates cannot be 
determmed The volume of exports in this category has been 
estimated rehably for 1933-1936 at 6,000,000 pengo, 24,000,000 
pengo, 32,000,000 pengo, and 34,000,000 pengo, and somewhat 
less rehably for 1937 at 60,000,000 pengo ^ Since these sums include 
premia on an unknown fi action of the total, it is impossible to 
know how much of the Standstill debts was hquidated in this 
way Responsible Hungarian commentators have complained that 
the high “additional exports^’ premia encouraged mushroom 
industries in Hungary, called into being foi the veiy purpose of 
pioducmg “additionah^ exports, furthermore, the Hungarian 
exporter was often tempted to share his profits to induce the for- 
eigner to absorb more of these exports The process resembles 
exchange dumping and tends to depress the pengo on foreign 
markets In the debt settlement of 1937 additional exports were 
contemplated as an important mode of carrying forward the 
service upon Standstill debts ® It was left to the Hungarian 
National Bank to determine the extent of transfer which could 
be thus maintained without disaster to the domestic economy 

1 According to the verbal report of a high banking official in Budapest 

2 Cf pp 136, 138 above 

3 DevisenbeTvirtschaftung in Ungain, loc cit , Neue Freie Presse, 
October 9, 1935 

4 For 1933 and 1934, Josef Judik in Villaggazdasdie Szemle, February 
4, 1935, for 1935 and 1936, TJngarns Handel und Industne im Jahre 1936 
(Budapest, 1936), p 22, for 1937, The Royal Institute of International 
Affairs, South-Eastern Europe, p 120 The last estimate seems impossibly 
large, since the entire debt service after the agreements of 1937 was estimated 
at 45-50,000,000 pengo 

5 Economist, September 18, 1937, p 565 
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The premia now appioximate the general k\el paid for exchange 
on fiee de^nsen countries at about 50 per cent ^ 

A ne^ epoch in Hungarian economic hi'-tory '=?mce the credit 
crisis of 1931 was hei aided m June, 1937, by the fiist offer of terms 
upon which the Hungarian authoiities stood ready to lesume 
effective transfei on the debt semce in free devisen Culminating 
in this event weie thiee favorable ciicumstances the simplification 
of premia and surcharges m 1935, the impio\ement m terms of 
trade for Hungaiy through the use of agricultural pnces, and the 
large harvests of 1936 The piopo^ak foi a settlement made by 
Fdbinyi and Imredy on behalf of Hungary were fat oiably reported 
upon to then constituencies by the League Loan Committee, the 
Council of Foieign Bondholders and the Ameiican Piotectne 
Association Excluding commercial debts, which requiied no 
negotiation, and the Caisse Conmiune obligations, which Hungaiy 
inherited fiom the old monarchy, the outstanding foreign indebt- 
edness at imd-summei 1937 was 1,750 000,000 pengo ditided 
as follows 

Long-term Debt Short-term Debt 

State 379,000,000 Pengo State 219,000,000 Pengo 

Others 490,000,000 Pengo Standstill and siimlar 246,000,000 Pengo 

Pre-e\change-control 170,000,000 Pengo 

Exchange control 246,000,000 Pengo 

Total 869,000,000 Pengo Total 881,000,000 Pengo^ 

By the close of 1937, 1,238,000,000 pengo of this total of 
1,750,000,000 pengo had been arranged for or virtually so, and 
by the close of 1938, after amoitization of 20,000,000 pengo, the 
settlement of nearly the entire 1,750,000,000 pengo foreign debt 
could be announced ^ This sigmfied, m the opimon of one of the 
Hungarian National Bank directois, that reco\eiyfrom the worst 
effects of the woild financial crisis had largely been achieved'* 
Payment m blocked accounts ceased 

The full contractual debt service pnor to the settlement 

1 Pester Lloyd, May 15, 1937 

2 Josef Judik, “Die imgansche Devisenbewirtschaftimg und die Neure- 
gelung des Auslandsschuldendienstes,” Ung Wirt Jhrb , Vol 13, pp 306-319 
The Royal Institute of Economic Affairs, South-Eastern Europe, pp 121-122, 
gives the total at 1,838,000,000 pengo without disclosing the source of the 
figure 

3 Tyler, Twenty-fifth Quarterly Report (February 26, 1938), p 13, and 
Volkswirtschaft 1938, pp 251-252 

4 Ung Wirt Jhrb , Vol 14, p 365 
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\vould have invohed on long-term account 90 , 000,000 pengo and 
30 , 000,000 pengo in interest and amoitization, and on short-term 
account 30 , 000,000 pengo and 30 , 000,000 pengo By the terms of 
the settlement this contractual total of 120,000,000 pengo was 
leduced to 50 , 000,000 pengo annually, an increase of about 10 per 
cent over the actual accomphshment undei various devices of 
exchange control during the preceding two or three years ^ Interest 
from 1)4 cent to 1 % per cent was agieed upon with long-term 
creditors, while Standstill creditors leceived one per cent in inter- 
est and 4)4“434 cent amoitization annually 

What had been accomphshed during the six yeais since the 
introduction of exchange control by Hungary toward the liquida- 
tion of hei foreign debts? The most authoritative statement ema- 
nates from Dr Josef Judik, former Director of the Economic 
Division and at piesent a Directoi of the Hungaiian National 
Bank of the 4 , 310 , 000,000 pengo indebtedness at the close of 
1931 , 2 , 500 , 000,000 pengo remained in July, 1937 , of this diffeience 
of 1 , 810 , 000,000 pengo, about 32 per cent ( 1 , 376 , 000,000 pengo) had 
disappeared simply as a lesult of foieign devaluations, and 350 ,- 
000,000 pengo represented illegal capital lepayments through 
security repatriations^ Accoiding to Dr Judik's own estimates, 
only 70 , 000,000 pengo would remain as the “substantial amount'^ 
of legular amortization to which he refers The League of Nations 
report of balances of payments, howevei, gives the follomng 


Capital Items m the Hungarian Balance op Payments'** 
(+Inward, —Outward, m Million Pengo) 



Long Term 

Medium and 
Short Term 

Total 

1932 

+ 14 

+ 52 

+ 66 

1933 

+ 2 

+ 3 

+ 5 

1934 

+ 0 

-16 0 

-160 

1935 

+ 16 

-49 0 

-48 0 

1936 

-17 

-55 9 

-57 6 


^League of Nations, Balances of Payments 1937 (Geneva, 1938), p 117 

1 Volkswirtschaft 1938, loc cit 

2 In a statement before the Hunganan Parliament Dr Grecsak esti- 
mated debt reductions by devaluation and bond repatnation at half the original 
sum, — 1 e at somewhat over 2,000,000,000 pengo m comparison with Judik’s 
1,726,000,000 pengo Cf Neue Zuricher Zeitung, June 9, 1937 After the 
dollar and pound but before the gold block devaluations, Kemeny writing 
m the Osterreichischer Volkswirt of February 23, 1935 (pp 346-347) esti- 
mated the devaluation gams at 1,100,000,000 pengo and repatnations at (par 
values) of 300-350,000,000 pengo — together 1,450,000,000 pengo 
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Over the five years 1932-1936 the League stati'^'tics sho^ net total 
repayments of 114,800,000 pengo Subsequent balances are not 
available, but there is eveiy leason to suppose that to July, 1937, 
repayments proceeded at no le=!s a late than in 1936 If so, v^e 
would have something hke 140,000,000 pengo amoitization «!ince 
1931, or twice the amount got residually from Di Judik's estimates 
But the diffeience is, after all, merely between 1 2 per cent and 
2 4 per cent, representing the share of debt reduction during the 
period 1932-1936 by means of all device*?, including devisen pay- 
ments and additional exports, earned thiough legally under the 
exchange contiol appaiatus^ Of course it is not to be forgotten 
that net outward interest payments of a magnitude about equal 
to amortization were also transferred ^ 

In retrospect it appears that the transfer of debt servuce went 
forward upon a very modest scale, but even spoLe‘?men of the 
creditor countries pointed out that the effective interest rates 
should be judged in view of money rates m the creditor countnes 
themselves duimg the depression ^ Fully a fifth of the State debt 
and nearly a third of the private long-term debt was contracted 
at cent, and in the latter category rates up to 14 per cent 

were not unknown® The incubus which such rates would have 
imposed on the whole economy warranted the conclusion reached 
by the Economist as early as October, 1933, that the one-sided 
regulations of the Hungarian authorities in the end benefited not 
only the distressed debtors but also foreign creditors ^ Two further 
factors assume great sigmficance — the teims of trade and the 
portion of Hungarian favorable balances available for debt service 
In an earher connection we saw how by 1933 Hungarian export 
prices in teims of import prices had reached 82 per cent of their 
1925-27 level ° Had trade pioceeded at 1928-29 pnces m 1938, 
imports would have been 68 per cent and exports 126 per cent of 
their 1928-29 values, and the favorable balance would have been 
400,000,000 pengo instead of 113,100,000 pengo ® But of the 

1 The League’s figure (loc cit ) for the five years is 121,400,000 
pengo, to which I have added for the first half of 1937 12,600,000 pengo, 
giving a total of 134,000,000 pengo 

2 Economist, December 7, 1935, p 1125-1126 

3 Magyar Statisztikai Szemle, Vol 10, p 1932 

4 Economist, October 28, 1933, pp 815-816 

5 Of p 130 above 

6 XJng Wirt Jhrb , Vol 14, p 188 
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favorable balance not moie than 20 pei cent brought m free 
devisen ^ The reasons for lesoit to the additional export device 
and its continuance since the 1937 debt settlement are thus not 
far to seek 

A companson unfavoiable to the genuineness of Hungary’s 
efforts to maintam the debt service might be made between the 
approximate 140,000,000 pengo of transfei earned on through 
official channels to July, 1937, and the 350,000,000 pengo of repa- 
triations of Hungaiian bonds illegal repayments amounted to 
two and one-half times as much as legal lepayments One might 
legitimately enquiie whether repatriations did not bespeak a 
much greatei capacity to lepay than the actual accomplishment, 
and whether the former did not assume its great magmtude simply 
because it was profitable, whereas the lattei remained small simply 
because delay, bunging with it devaluations and creditor conces- 
sions, was also the profitable couise There would be nothing 
implausible m ascribing to Hungarian debtors motives of a sort 
which the creditors might also have discoveied m themselves 
A somewhat moie reasonable apology foi the situation, however, 
lies in the piactical obstacles to carrying though refunding agree- 
ments upon the manifold issues of industiial bonds, each with its 
scattered gioup of owneis, and in the absolute necessity for indus- 
trial and government umts to reduce the dead hand of interest in 
a depiession of unpaialleled seventy 

The Technical Efficiency of Hungarian Exchange Control 

The Hunganan control system has been subject to illegal and 
legal evasions similar to tho'se practiced in Geimany and Austna — 
outiight smuggling, circumvention by vanous techmcahties, jug- 
ghng of blocked pengo accounts to apply the funds to prohibited 
uses, and false bills of lading The last practice was ubiqmtous 
and particularly interfered with the functiomng of clearings 
As officials m the exchange authonty have pointed out, a dechne 
in the actual pengo rate, instead of stimulating exports and 
improvmg the Hunganan balance, inci eased the motive for Hun- 
ganans to undervalue their goods in bills of lading for export over 
the fixed panty cleanngs, with the result that this force at least 
operated toward a progressive worsemng of the balance of trade 

1 Cf p 121 above 
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Hunganan exchange contiol ^as peculiar!}’ subject to evasion 
thiough the lepatriation of secmine& In diametrical contiast 
vnih Germany, wheie lepatiiation was managed by the Gold- 
diskontbank as the one impoitant souice of expoit subsidy as long 
as the foieign supply lasted, Hungaiy prohibited but did not 
succeed m suppiessing the pn\ate acquisition of domestic securi- 
ties fiom foieign holders Prioi to the fir^t measuie directed against 
the practice m October, 1932, the bu‘'iness floun«?hed upon the 
enormous differentials between domestic and foieign quotation'^?, 
often amounting to fiom 66 per cent to 75 pei cent ^ Funds for 
these purchases had to be got abroad by illegal ways — by direct 
smugghng of curiency, by lea\ing the proceeds of exports on 
deposit abroad, and by concealing ownership of foreign balances 
Hunganan coipoiations could buy up then own ^ecunties at 
bargain rates, despite high pnees for “bootlegged’^ foreign curren- 
cies and high payments toi the seuices of smugglers Occasionally 
payment was made in newly issued bonds, but frequently the 
corporations simply pocketed the pioceeds as profit'=; and coxered 
the shnnkage of capitalization by drawing upon commercial banks 
for loans Ultimatel} the cential bank was thus brought into the 
position of financing a fair shaie of the operations \ lolatmg its own 
exchange-control legulations 

The onginal Moiatonum decree of December 22, 1931, 
required that matured obligations and coupons should be paid 
into the Foreign Creditors’ Fund, an admimstratne rule pro\aded 
that out-payments should be made into fiee pengo accounts only 
when the bonds belonged to Hungarian national Abuse of this 
ruhng by the pui chase of bonds belonging to foieigners led to a 
decree on October 31, 1932, that when application was made for 
redemption into free pengo accounts the bond should be deposited 
for eight days to peinnt the National Bank to establish its owner- 
ship by a Hunganan Evidently the enforcement of this ruling 
was ineffective, for on February 24, 1935, substantially the same 
ordinance was repeated, this time complemented wnth the reqmre- 
ment of cential bank perimssion foi each secunty transaction 
with foreigneis^ The sudden dechne of Hunganan coupons on 
the Zurich market between December and May from 56 per cent 

1 Kemeny, Osterreichischer Volkswirt, December 24, 1932, p 312 

2 Tyler, Eighteenth Quarterly Report (Apni 18, 1936), p 12, U I f W , 
Vol 26, p 130 
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to 29 per cent of panty’ shows that the measure was effective, 
especially in conjunction with the simultaneous abohtion of the 
Budapest fiee gold maiket- Finally, on Januaiy 22, 1936, the 
importation of Hungaiian bonds was categorically prohibited, the 
proceeds of coupons could be paid to free pengo accounts only if 
the bond were deposited with the National Bank® With the 
exception of a short penod two years later, lepatnations viitually 
disappeared ^ A sporadic recurrence of the piactice attended the 
debt settlement of 1937 and the development of an inland demand 
for non-State foreign bonds, but the evasions were quickly sup- 
pressed ® 

Repatriation undoubtedly constituted the most seiious lacuna 
m Hungarian exchange control Statistical apprehension of its 
magnitude is of couise as difficult as legal apprehension of the 
practice For 1932 estimates put repatriation as low as 40- 
50,000,000 pengo® and as high as 100-150,000,000 pengo ’ By the 
end of 1934 the cumulative total was estimated at 300-350,000,000 
pengo® and by the time of the 1937 debt settlement at 520,000,000 
pengo in origmal values or 350,000,000 pengo m depreciated 
foreign currencies ® This magnitude, almost equalhng the total 
favorable trade balances from the half-yeai 1931 to the half-year 
1937 and exceeding estimated regular amortizations during the 
same period by 250 per cent,^® exercised a strong downward pressure 
on the foreign value of pengo Even a doctrinaire opponent of 
state intervention could take no satisfaction from this bieakdown 
of exchange control The inferior position of the foreign creditor 
resulting from the Moratorium was exploited, not to pubhc but 
to private advantage, and the adverse turn to Hungarian terms of 
trade entailed the very costs which exchange control was designed 
to avoid The continuance of large repatnations through four 

1 Of coupon quotations on p 137 

2 Of pp 147-148 below 

3 Cf Tyler, loc cit 

4 Tyler, Twenty-first Quarterly Eeport (January 16, 1937), p 9, 
Ungarns Handel und Industrie im Jahre 1936 (Budapest, 1937), p 47 

5 Tyler, Twenty-third Quarterly Eeport (July 15, 1937), p 12 

6 Georg Kemeny, Pester Lloyd, January 6, 1933, p 13 

7 Economist, February 25, 1933, p 409 

8 Georg Kem4ny, Osterreichischer Volkswirt, Vol 27, p 347 

9 Judik, cf p 155 
10 Cf p 144 
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^ears of exchange control bespeaks a htk of admimstraine 
effectiveness or a sinister yielding to particular mteiests 

E\asioii in the foim of lepatnation vas undoubtedly facih- 
tated by the existence of a free market for gold m Budapest 
Although the export of precious metals came under the general 
embargo of exchange contiol, ai bit raging operations, known at 
times to have invoked thousands of bonds at a single deal, were 
made easy through this method of acquiring ^ ^stable” \ alu6=^ ^ The 
geneial impression seems to be that the gold market wm tolerated 
as a soit of safety valve for hquidity pieferences and demand for 
a non-depieciating asset, perhaps also as a necessary adjunct to 
the profitable business of lepatnation 

Dunng most of its history, especially during the peisistent 
rise of the price of gold m 1934, various? Hungarian commentators 
characterized the Budapest gold market as “artificial, “narrow 
and speculative,” “not sigmficant foi expoits” — ^in short an alto- 
gether fallible index of the value of pengo ” Nevertheless, se'v eral 
other indices told about the same story Until the devaluation of 
the dollar, black market quotations on American exchange indi- 
cated approximately the same amount of pengo depieciation 
did the price of gold ^ The securities market is said to have fol- 
lowed gold prices lather closely (Cf Fig 13, p 94) Finally, as has 
already been explained m some detail, the price of pengo notes m 
Zurich varied inversely to the Budapest gold pnce with considei- 
able regulaiity, and the price of Standstill pengo^ took a course 
similar to that of pengo notes, although at a lower absolute level 
The agios on free exchange countries announced at the close of 
1935 as a part of the rate unification coincided with current quo- 
tations of gold Shortly afterward, m March, 1935, the gold 

1 Osterreichischer Volkswirt, Vol 27, p 145 

2 These opinions were expressed verbally by numbers of persons in 
official positions 

3 The following quotations from the black market for dollars are derived 
from Tyler, Quarterly Reports 
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47 

70 

January 12, 1932 
March 30, 1932 

77 

40 

47 

81 

42 

37 

Apnl 30, 1932 

78 

40 

37 

July 15, 1932 

77 

39 

37 

October 27, 1932 

4 Cf p 137, below 
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28 
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market as =?uppiessed, though the virtual devaluation involved 
m the new agios would ha\ e rendeied its persistence nearly innoc- 
uous 

How much the evasions of exchange contiol m Hungary 
amounted to in the aggiegate ib a mattei of guesswoik Statistics 
of devisen receipts and disbursements by the National Bank and 
their expiession as percentages of expoits and imports pubhshed 
regularly in the Quarteily Repoits of the League of Nations repre- 
sentative in Austria have practically no sigmficance, despite their 
perennial repioduction in the Reports of the Hunganan Institute 
for Economic Research, the London Economist and in the daily 
press The peicentages give no index of the exhaustiveness of the 
Bank’s control over devisen, the mam cause of divergence between 
exports and devisen received m any given quarter being the time 
lags between notification of export, actual export, and receipt of 
payment Over a long penod of time, however, these lags assume 
relatively small sigmficance Total devisen expenditures over the 
penod 1932 to 1937 expressed as a percentage of total imports is 
101 1 per cent, total devisen receipts expressed as a percentage of 
total exports is 89 7 per cent ^ Since expenditure of devisen usually 
follows importation, the formei percentage exceeds 100 per cent 
only because of lack of consistency in the modes of reporting 
devisen and imports, the later percentage would not be much 
increased by the liquidation of payments receivable, since these 
are short-term accounts and the totals embraced six whole years’ 
trade 

Something like nme-tenths, therefore, of export proceeds as 
recorded have been apprehended by the bank Evasions by false 
bills of ladmg, smuggling, importations not leally made, etc fail 
to be revealed in such figures One harassed official of the Hun- 
ganan Bank declared that evasions would eventually put an end 
to exchange control, another official of the same Bank thought 
the Hunganan control fairly effective, but explained that devisen 
escaping the Bank’s control were precisely the ^^marginal incre- 
ment” necessary for the debt service Devisen outlays for rearm- 
ament were evidently not considered margmal, the foreign creditor 
automatically shouldered much of the burden of the lack of effi- 
ciency of the exchange contiol 

1 Devisen receipts and disbursements by half-years are summanzed 
m Ung Wirt Jbrb , Vol 14, pp 363-364 
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CONCLTJSIOIv 

A bnef retrospect over the analysis of Hunganan exchange 
control may ^erve to bung the chief aieas of economic light and 
shadow into sharpei definition Like othei hea\ily indebted 
European states in 1931, Hungary found exchange contiol to be 
a viitual necessity m coping with a flight of capital, since the reduc- 
tion of prices and ^ages was precluded as a political impossibility 
The automatic pioeess by which exchange contiol through meie 
temporizing giadually passed from an emergency measuic to an 
mtegial part of the national economy is officially defended as a 
necessary consequence of a state of perpetual cusi'^ in international 
financial and monetary affairs extending to the present But these 
external difficulties weie no less leal for Austna, vheie exchange 
control was slowly reduced to a contiol over capital repayments 
and to cleanng with exchange-control countnes Hungaiy accepted 
a totahtanan philosophy m economic matters and, probably 
without much deliberate choice, retained exchange control as an 
already estabhshed instrument of protectionism and Statisme 

Whatever were the measuies taken toward simplifying the 
control system oi extending the field of freedom in payment'^, 
they were, as we have observed, generally welcomed as economic 
gains by the business comniumty with the exception of the cartels 
Three changes of significance m this direction were (1) departures 
from the official pengo parity beginmng late m 1932, (2) abandon- 
ment, late in 1935, of differential exchange lates as between coun- 
tries and commodities in fa\ or of a simpler scheme of hnear premia 
surcharges, (3) resumption of devisen payments on foreign debts m 
the summer of 1937 The very fact that, aside fiom some increases 
in stnngency from the angle of purely techmcal admimstration, 
the changes m exchange control reduced its extent or its intensity 
judged from a norm of free exchange, may faiily be taken as evi- 
dence that the authorities themselves, howevei much they pro- 
tested loyalty to the principle, ne\ertheless found exchange 
control to be an onerous system 

The mitigations did not pie\ent the inclusion of something 
hke 80 per cent of Hungarian foreign trade under cleanng, com- 
pensation, and sales and purchases against pengo — none of them 
yielding freely disposable bills of exchange, nor did they prevent 
artificiality m exchange rates, despite the (rathei incomplete) 
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recognition of pengo depreciation through the oflS.cial agios on 
devisen, noi finally did they dispense with the non-pnce allocation 
of impoit de^nsen thiough authoiitanan allocation and the certifi- 
cate system The essential chaiacteristics of exchange control 
persisted What consequences have we been able to unearth as 
pertainmg specifically to exchange contiol in the welter of regula- 
tion extending from import and export quotas, prohibitions, 
hcenses, to tariff piotection'? 

An examination of the economic history of Hungary over the 
period 1931-1939 shows that exchange contiol was suiely secondary 
to the influence of world depiession and recoveiy So far as 
concerns the external value of the pengo, as measured by Budapest 
gold preima, the price of pengo notes in Zurich, dollar piemia 
and finally by the official agios on foreign exchanges, the larger 
movements can be explained in ordinal y equation-of-exchange 
terms such as domestic production and monetary pohcy relatively 
to similai forces abroad In the long run exchange control had no 
greater influence on the value of the monetary standard than the 
reduction of further pengo depieciation thiough further capital 
flights In the domestic scene exchange contiol, through penal- 
izing exports and subsidizing imports, increased the discrepancy 
between agricultural and industrial prices Whether the state 
aids to agriculture even offset the burden imposed by exchange 
control seems very doubtful Furthermoie, the premium system 
on gram exports, by its artificial support of the pengo rate, made 
impossible any clear view as to the economic rentabihty even of 
^^nott-subsidized” exports 

Despite the authoritaiian regime of exchange contiol, Hun- 
garian foreign trade still shows the dominant force to be cyclical 
variations in western Europe and Ameiica But secular develop- 
ments fall under the sway of autarkic devices, amongst them 
exchange control The percentage of total imports embraced under 
fimshed mdustnal products fell from 55 per cent in 1928 to 35 
per cent m 1938 Although world agricultural prices rose relatively 
from 1935 to 1938, Hungarian foreign trade, which had dechned 
more than the world average, failed to keep abreast of world 
recovery It was notably m 1933 and in 1936, after the two major 
changes in exchange control toward recogmtion of pengo depre- 
ciation and simplification of rates, that foreign trade expenenced 
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its largest single ad\ ances, but the conclu'=n eness of this es idence 
IS decreased by abundant har\ebts just at these junctures 

Drastic changes m direction of foreign tiade inexphcable upon 
the basis of international drvusion of laboi attended the exchange 
control regime The steady increase of the share of both exports 
and imports earned on under dealing and compensation o\er the 
years 1931-1936 (from 67 pei cent to 76 per cent, and fiom 75 pei 
cent to 86 per cent, lespectnely) is not m itself tantamount to a 
dislocation of tiade by countries, but lathei by modes of payment 
Had the dealing and compensation method not inci eased, however, 
it would not have been possible that Italy and Germany should 
ha\e so gieatly expanded their shaiCb m Hungaiian tiade Tlie 
fundamental cause oi piime movei of change-^ m direction of trade 
was not exchange contiol, but it implemented the real factor, an 
international political re-alignment The sharp turn of Hungarian 
exports toward England and Swntzeiland in 1931 was a reflection 
of a flight of capital before exchange control became really effective 
In this respect the contiol had a negative oi pre\entive operation 
against changes in direction of trade, and the ossifjnng of trade 
channels under exchange control against free economic forces 
must not be neglected merely because it fails to stiikc attention 
m trade statistics 

In two aspects of international economic lelations the effect 
of exchange control was unmistakable Both from the basis of 
a pnon expectation and fiom striking individual instance'=?, it 
appears that the presence of clearings tended to raise prices of 
imports into a clearing country and the pnees it obtains from 
exports to a clearing partner, both cases being taken relatively 
to imports from and exports to free-exchange countries The 
terms of trade between clearing countries may turn either w^ay, 
but are detenoiated relatively to free-exchange countiies Hun- 
gary’s greatest loss in teims of trade came from the agricultural 
depression, but the export penalty involved in the par pengo or in 
insufficient agios on fiee devisen accentuated the loss Finally we 
have found exchange control clearly operatic e in one of its primary 
purposes — the prevention of capital flight Even if illegal repa- 
tnations at two and one-half times the magmtude of peimitted 
transfers are counted in the total, the repayment of something 
hke five per cent on capital account o\er the penod 1932-37 
would be only a fraction of the outward flow of capital, had it been 
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freely permitted But if the same facts are viewed from the angle 
of an ^‘orderly hqmdation” of foreign obhgations under authon- 
tanan auspices, the record is certainly ummpiessive 

Save for the not completely successful obstacles put m the 
way of capital flight, we have failed to discovei a net economic gam 
which Hungary could legitimately ascribe to exchange control 
But by no means uncommon is the contention that, whatever 
weie the asperities and shortcomings of exchange control m Hun- 
gary, it succeeded at least in ^^mamtaming the pengo at home at 
its original legal parity, in assurmg confidence as to the pre- 
servation of the monetary standard,”^ or in actually securing 
stabihty in the value of the pengo at home ^ The ostensible aim 
of exchange control in preservmg the real foreign value of the 
standard is thus admittedly not attained, but something was 
thought to ha\e been accomphshed Just what? Since pnces 
within Hungary lesponded qmte clearly to undeil 3 nng money and 
production variables, the only thing actually preserved was the 
fictitious parity of the pengo, a fiction which did not even pertain 
to domestic economic matters 

For the pieservatiou of this fiction and for protection to 
industry given by exchange control, the Hungarian consumer 
ultimately paid the cost The fall in agricultural pnces was partly 
offset by multifarious state aids, such as interest abatements, 
moratona, and the wheat and rye premia studied in Section B 
Industry held a relatively favored position under the shelter 
afforded by the hmited deviseu allocation for imports The sys- 
tem of subvention to agriculture was regressive from the view- 
point of consumer income premia rested upon consumption taxes, 
and a large part of the proceeds went to landed interests, not to 
agncultural laborers or small farmers Accoidmg to M Kor- 
mendy-Ekes, “Half the countiy is shared between about 840,000 
small holders, one-fifth between 10,000 middle-sized estates 
In industry the successful maintenance of pnces prevented any 
shanng of its relatively favoied position by consumers of its 
products 

1 DevisenarcliLV, Vol 3 (Folge 39, September 27, 1938), p 486 

2 Pester Lloyd, January 1, 1935, p 17 

3 According to an unpublished pronouncement of the President of 
the Eoyal Hungarian Bureau of Foreign Trade in 1935 

4 “Big Estates in Hungary,” Hungarian Quarterly (Spring issue, 1937), 
quoted in South-Eastern Europe, p 58 
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Even m 1929 wages m Hungaiy stood at 'veiy low absolute 
levels, factory labor receiving an aveiage hourly wage of 32 filler 
or 6 4 cents ^ By 1932 monej wages had declined to 84 pei cent, 
by 1933 to 78 pei cent, and by 1935 to 77 per cent a decline m 
each of these yeais unparalleled for eighteen countries reported 
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by the League ^ The decline in agiicultural money wages in 1933 
to 47 per cent of 1929 similarly exceeded all other countries but 
one As shown by Fig 18, the cost of hving dechned by the end 
of 1933 to 80 per cent of its level in 1925 27, oi to shghtly less 
than 80 per cent of its level m 1929 As a result real wages for 

1 (3 I f K , Voi 10, No 11, p 257 

2 League of Nations, World Economic Survey 1934-35 (Geneva, 1935), 
pp 136-137, ibid , 1936-37 (Geneva, 1937), p 112 
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labor as a ^hole declined somewhat, registering a low pomt of 
91 per cent in the first quarter of 1933 Instead of seeming some- 
thmg of a compensation for extensive unemployment by a gam 
in real wages, the ^^noimal” expectation foi depression, Hungarian 
labor actually had to accept a reduction m real wages For agri- 
cultural labor leal wages fell to about two-thirds the 1929 level, 
though employment was piobably faiily well maintained 

It IS, of course, impossible to assess piecisely the responsibility 
boine by exchange control for this situation It would be natural 
to expect an adveise turn in real wages in consequence of the 
pecuhar severity for Hungary of world agncultural depression, 
which earned national income to 48 per cent of the 1929 figure in 
1932, the greatest reduction in national income reported in League 
statistics ^ Reference, however, to Fig 17, p 108, showing the 
relative course of fixed and free prices of industrial raw mateiials, 
mdicates where pait of the lesponsibility hes Coal, ligmte, and 
firewmod show a slight use after 1930 rather than a reduction in 
price, and the “heat and light^^ component of the cost of living 
index in Fig 18 behaves m the same way Exchange control, as 
we have seen,” contiibuted in a vanety of ways to laise or main- 
tam prices for mdustrial raw matenals such as these fuels and 
hence to hold up the cost of Imng 

The cost of living was buttressed, however, from other angles 
by exchange control The “food” component (Fig 18) may seem 
to have shown as great elasticity as could be expected, falling to 
60 per cent by the end of 1933, but because of cartel piice-mam- 
tenance, protective tariffs, quotas, exchange control, and the 
artificially high level of grain prices, the reduction m prices of 
agncultural staples was not passed on in comparable measure to 
the consumer Studies made by Professor Heller of the Techmeal 
Umversity of Budapest disclose the results upon consumption m 
the cases of beer, nnlk, and sugar ® Between 1928 and 1932 barley 
fell in price by 50 per cent, but the price of beer was not reduced 
and beer production slumped from 670 to 231 thousand hectoliters 
From January, 1931, to December, 1932, milk consumption in 
Budapest under iigid milk pnees dechned from 9 3 to 8 2 milhon 

1 League of Nations, World Economic Survey 1935-36 (Geneva, 1936), 
p 104 

2 Cf pp 106-107, above 

3 Tyler, Seventh Quarterly Report (August 10, 1933), p 15 
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liters From January, 1931, to April, 1933, sugai consumption fell 
from an index of 119 (1927 “ 100) to 85, the price of sugar m 
Budapest a-veiagmg 1 02 pengo pei kilo, as compaied with 50 
pengo in London and 40 pengo in Isev, York Since real wages 
did not increase during the depiession years, there is little t^onder 
that the entiie period of mdustiial reco^eiy fiom 1933 to 1938 
failed to show a recoveiy e\en to let els reached in early depie^^sion 
years ^ Only m the latter half of 1938 and early m 1939 did the 
index of real wages, under the “forced diaft'' applied to production 
by the Five Year Plan, shov advances to 114, 115 and 116 in 
successive quarters compaied vith annual averages of 106 and 104 
in 1930 and 1931 By this time, hot\evei, the set ere nairo%\mg 
of consumer choice thiough various piotectiomst measure&, to- 
gether with either spontaneous oi prescribed low enng of qualities 
m fabncated goods, puts the supposed advance m real wages 
under considerable suspicion 

From one viewpoint, the maintenance of the panty pengo 
and protection from foreign competition through exchange con- 
trol become two aspects of one thmg — the effort to maintain for 
the country artificially favorable terms of trade To the degree 
to which parity is actually mamtained, “protections^ and fa^v orable 
terms are actually secured — admittedly at an economic cost 
A discussion of free trade veisus protection is unnecessary m the 
present connection, it sufl&ces that the official apology for the 
Hungarian protective policy rested chiefly upon non-economic 
grounds, upon the necessity of providing the producer a psychology 
of security against the hazards ansmg from the Peace Treaty, 
international monetary disturbances and pohtical stress ^ But 
even from the angle of protection, the artificial pengo rate w^as a 
dangerous instrument, for it transferred the gianting of protection 
from the exphcit form of taiiff schedules to the secret and arbitiaiy 
form of admimstrative decisions in the allocation of import bills, 
favonng some industries by providing cheap exchange for imported 
materials and others by limited allocations for impoited fim^ied 
goods The secrecy maintained concerning allocations to particu- 
lar firms converted exchange control into a formidable weapon 
of internal pohtics 

To the degree that pengo panty was sacrificed to the lealities 

1 U I f K , Vol 42, p 137 

2 Wirtschaftsjahr 1937, Pester Llo>d, December 25, 1937 
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of the situation, artificially favorable terms of trade and protec- 
tion disappeared pan pasnc^ theie remained only the fiction of 
panty and the tremendous apparatus foi providing trade channels 
over informally devalued rates Administrative recognition of 
pengo depreciation lagged behind events, but in the mam this was 
the course followed m Hungary Why, then, was not the pengo 
oflScially devalued and foreign payments liberated from most of 
the trammels of exchange control‘s At least thiee opportunities 
for the step presented themselves before the recent advent of war 
closed off the possibihty of currency reforms 

The first opportumty was afforded by the devaluation of the 
Austrian Schilhng During 1933 and 1934, when the Austnan 
National Bank by a senes of subtle steps permitted the de facto 
devaluation to become incieasingly patent and overt, Austna 
accounted for a laiger share of Hunganan exports and imports 
than any other country^ Fmtheimore, the pengo and Schilhng 
had suffered about the same degree of de facto depreciation at 
least until the middle of 1934 It will nevei be quite clear that the 
Hunganan authonties acted wisely m passing by this opportumty 
The pamc psychology and fear of inflation charactenzmg the 
financial crisis of 1931 had subsided and the bottom of the depres- 
sion had already been passed But there were thiee respects in 
which Hungary's econoimc and financial structure was weaker 
than Austna’s Unlike Austna, Hungary had received no foreign 
loan to support the central bank in liqmdatmg some of the worst 
consequences of depression,^ the agricultural depression bore much 
more severely upon Hungaiy, and finally Hungary had nothing 
parallel to the woiking agreement with foreign shoit-term creditors 
incorporated into the Ciedit-Anstalt funding airangements 

While the fiist opportunity was admittedly not a clear case, 
the second, afforded by the gold-bloc devaluations m September, 
1936, was much less ambiguous Here again the proportion of 
Hunganan trade involved with the five devaluing countries was 
substantial — 16 pei cent on the side of imports and 26 per cent 
of exports Most significant, however, was the prospect that the 
era of important devaluations had apparently come to a close, 

1 Imports, 20 per cent and 23 per cent in 1933 and 1934, exports, 27 
per cent and 24 per cent The next rival was Germany at 19 7 per cent and 
18 per cent, and 11 per cent and 22 per cent 

2 Kem4ny, in Osterreichischer Volkswirt, Vol 27, p 347 
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SO that the Hungarians needed no longer to fear substantial 
changes in the pound and dollar, an obstacle fiequentiy ad\eited 
to throughout the period 1931-36 ^ Agricultural prices had shoT^n 
marked improvement, budgetary deficits had fallen steadil;^ and 
the pengo had ^hovn remarkable stability for years The 
re\T.sion of clearing rates of exchange vith gold-bloc countries and 
the subsequent abolition of clearing vith France and Svutzeiiand 
afforded occasions vhen the pengo might giacefully have been 
devalued 

Early in 1934 Count Bethlen advocated the abolition of the 
fictitious value of the pengo as soon as four conditions veie ful- 
filled (1) that the budget be brought to balance, (2) that reliable 
export maikets be seemed, (3) that the Hunganan National Bank 
experience a substantial increase m its resell es, and (4) that an 
understanding be reached with Hungar^r s foieign creditors “ In 
passing it may be remarked that Austna achie\ed the \irtual 
abohtion of exchange contiol vithout any of these conditions 
being reahzed in hei own economy By the summei of 1937, with 
the successful culimnation of the debt agreements, all these con- 
ditions may fairly be said to have been reahzed in Hungaiy For- 
eign commentators confidently predicted re\nsion of the oflSlcial 
valuation of the pengo,® and yet the step tv as not taken Some- 
what belatedly in January, 1939, the reser\es of the National 
Bank were revalued at 50 2 per cent highei values m pengo, 
tantamount to a one-third deT^aluation But Hungarian national 
pohey was already caught in the ruck of the German advance to 
the east, under the domination of German exchange contiol and 
the Mark spheie of influence, Hungary remained as one of fiTe 
countnes whose curiencies had not been deTalued since 1929 — 
Germany, Bulgana, Hungary, Lithuania and Poland 

1 Economist, Vol 117, p 816 

2 Osterreichischer VolLsmrt, Vol 26, p 417 

3 Economist (June 5, 1937), Vol 120, p 572 
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GERMAN EXCHANGE CONTROL, 1931-1939 
FROM AN EMERGENCY MEASURE 
TO A TOTALITARIAN INSTITUTION 

The Introduction of Exchange Control 

Exchange control has been hailed by writers m National- 
Socialist Geimany of recent years as a system of '^modern money 
This \auntmg enthusiasm for the modeimty of currency standards 
under exchange contiol houses strangely with another widespread 
quasi-official doctrine that exchange control accomplishes the same 
ends as the old scheme of free payments undei a now obsolete 
^^hberal” system of international trade “The transfer of a bank 
deposit to London through free bills of exchange is exactly 
the same as if the deposit-ownei made expenditures from his 
^exclusively for domestic payments’ account Precisely because 
this statement is not true, as will be fuither elaboiated in the con- 
cluding chapter/ do cmrencies under exchange control represent 
something new and novel But the novelty oi modermty of such 
currencies consists lather m the disintegration of monetary 
system than m its appeal ance, as a retrospect into the historical 
ongm of exchange control will reveal Both within the intei na- 
tional and national spheres, system gave place to ad hoc airange- 
ments It is well to recall the origin of “modern money” m the 
financial chaos of 1931, for exchange contiol currencies never 
divested themselves of the impress of their genesis It is well to 
inquire into these origins for another reason economic writers in 
the present German regime are fond of giving the impression that 
exchange control is a proud tour de force of the totalitarian state 
Whether or not the control of foreign payments is indispensable 
to such a pohtical system, it is worth remarkmg that the National 
Sociahsts inhented it from Social Democrat supported Coahtion 
governments after nearly two years of elaboration 

A The Situation Preceding Exchange Control 

When, m May, 1931, the collapse of the Austnan Credit 

1 Carl Hermann Muller, Grundrisa der Devisenbewirtschaftung, 2d 
ed (Berlin, 1939), p 33 

2 Ibid , p 35, that is, from one of the several “frozen” Mark accounts 

3 Gf p 290 below 
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Anstalt sent a of panic ovei the financial world, Germany 
'was already in a state of ad\ anced economic contraction and rapidly 
progressing social and political disintegration The \olume of 
production had shrunk from 100 2 (1928== 100) in September, 
1929 to 82 5 in Decembei, 1930,^ and the number of unemployed 
had risen from 1,324 000 to a peak in February, 1931, of 5,000,000 
From July, 1929 to Maich, 1931 money order transfers through 
the postoffices decreased by 20 5 per cent, sight deposits of the 
Reichsbank by 24 8 per cent, and bills discounted by the Reichs- 
bank by 27 per cent^ While these «:eries indicatue of economic 
activity in a broad =jense shrank markedly, there was a compara- 
tively slight deciease in note circulation, indeed o\ei the same 
months (July, 1929 to March, 1931) a decrease of only 5 6 per cent 
Note circulation pertains primarily to the sphere of consumption, 
and its relative inelasticity indicates the rigidity of wages, the 
magmtude of unemployment benefits, and a general lack of plas- 
ticity m the price system Monopolistic wage and commodity 
price pohcies gieatly intensified the depression As for the lattei, 
the follo'wing contrast of admimstered and free pnces indicates 
disparities in the German pnce structure 


Prices of Raw Miterials and Semi-Finished Goods in Germany, 
1929-1931* 

(1926-100) 



Administered Pnces 
1929 1930 

1931 

1929 

Free Prices 
1930 

1931 

January 


105 

95 2 


90 4 

66 2 

February 


105 

94 8 


87 2 

656 

March 


105 

947 


84 9 

65 6 

Apnl 


1051 

94 0 


85 2 

650 

May 


104 9 

93 9 


84 7 

62 8 

June 


103 9 

94 0 


82 6 

614 

July 


103 3 



78 9 


August 


102 7 



76 8 


September 

105 3 

102 5 


96 b 

74 8 


October 

105 3 

1017 


951 

72 2 


November 

105 3 

100 7 


93 2 

70 6 


December 

105 3 

971 


92 2 

68 3 


*V 2 K Vol 6 

Part 4 No 

2 p 53 No 3 

p 50 No 4 

p 54 




1 Institut fur Konjunkturforschung (Berlin), Vierteljahrsheft zur Kon- 
junkturforschung, Vol 7, Part A, No 1, p 264 Hereafter this publication 
IS referred to as V z K 

2 VzR, Vol 6, Part A, p 43 
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As foi T\age rates, the mde\ of wages determined by collective 
bargaimng contiacts stood at 105 5 (1928 = 100) m 1929, actually 
rose in 1930 to 107 3, and declined only slightly to 102 1 m 1931 ^ 
As depiession contmued, it is tiue, wage rates of collective con- 
tiacts became less repiesentative, because of shoit-time work, the 
disappeaiance of o\ertime, and numerous evasions But m view 
of the tremendous fail m employment, the decline m aggregate 
laboi income seems \ery small — from 42,621,000 Reichsmarks in 
1928, to 43,045,000 and 39,600,000 Reichsmarks m 1929 and 1930 ^ 
This amounts to only a 7 5 per cent reduction in the money wage- 
bill between 1928 and 1930, or to a mere 4 3 per cent in the real 
wage aggregate ^ 

The constellation of rigid monopoly and trade-umon pnces 
with a rapidly contracting volume of pioduction was bound to 
produce violent social and pohtical stmggles Negotiations carried 
on m 1930 between representatives of the laboi umons and the 
employers’ associations came to naught, inasmuch as “the employ- 
ers insisted on wage reductions in ordei to reduce pnces, whereas 
the labor umons held that price reductions should precede wage 
reductions in order to preserve mass purchasing power In the 
ensuing struggle for the division of a shimking national dividend, 
state expenditures for unemployment rehef played a crucial r61e, 
especially m view of a popular demand for budget equilibnum 
despite dwmdimg tax revenues Dunng the recovery years 1925/26 
to 1928/29 the growing expenditmes of the Reich had been financed 
partly through deficits, amounting in the aggregate to 2,255,000,000 
Reichsmarks ® The pohcy encountered httle adverse criticism as 
long as prospenty lasted, but when depression began and the 
safety of the currency came into question, the German pubhc, 
schooled by the post-war experience, began to associate budget 
deficits with a threat of inflation The labor unions, reflecting this 
attitude, strongly favored a balanced budget, but insisted that it 
be achieved by increased taxation upon the propertied classes, 
even to covering the additional load of unemployment benefits 

1 Vz K , Vol 7, Part A, No 1, p 30 

2 Statistisches Jahrbuch fur das Deutsche Keich 1932 (Berhn, 1933), 
p 527, hereafter abbreviated as Stat Jhrb 

3 The cost of hving fell from 152 6 to 140 6 

4 Jahrbuch 1930 des AUgemeinen Deutschen Gewerkschaftsbundes 
(Berlin, 1931), p 9 

5 G R S Hams, Germany’s Foreign Indebtedness (London, 1935), 

P 14 
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Both the unions and the Socialist Party con^^idered liberal relief 
measures essential to the maintenance of tvage^ and they also 
favored a moderate progiam of public vorks 

All of these policies vith the exception of budget equilibrium 
weie defeated in the Spring of 1930 by the oveithio^ of the Muller 
government and the accession of Brumng The new gotemment 
immediately began upon a course of deflation and budget balancing, 
cutting the mcomes of cml servants, scaling dovn unemployment 
benefits, increasing taxation upon voikers and consumers, exerting 
a general downward piessure on wages and finally, rather faintly 
attemptmg to reduce admimstered pnces — pohcies destined to 
prevail with occasional exception for the next two years In Apiil 
a law was passed to reduce the Reich contnbutions to state unem- 
ployment rehef and to introduce widespread budgetary economies 
The next month the Mimster of Finance, Moldenhauer, announced 
that the budget was m equilibrium, but only a few weeks later the 
government had to reveal a new deficit of 750,000,000 Reichsmarks 
as a result of intensified depression From the outset the Brumng 
government held a precarious position as a minonty party relying 
upon the votes of the Social Democrats in the Reichstag In July 
the Sociahsts voted against the government’s reconstruction pro- 
gram, whereupon the Reichstag was dissolved and the program 
put into force by Emergency Decree (July 26, 1930) The decree 
raised the unemployment insurance contnbutions, introduced a 
levy on the salanes of officials and unmarried persons, and per- 
mitted the mumcipahties to collect a poll tax as an offset to the 
heavy burden of their welfare expenditures Furthermore the 
decree empowered the government to imtiate measuies to lower 
cartel pnces , and simultaneously state representatn es on arbitration 
boards exerted pressure toward lowenng the general le\el of wages 
The general elections in September, 1930, revealed the devas- 
tating effects of depression upon German internal pohtics both 
National Socialists and Commumsts increased their positions in 
the Reichstag, the foimei from 12 to 107 seats Brumng remained 
in office and continued his government by emergency decrees, 
virtually eliimnatmg the Reichstag Caught between the upper 
and nether millstones of National Sociahsm and Communism, the 
Social Democrats had no alternative but passive “toleration” of 
the gov^ernment, as the phiase went This resulted m thecunous 
phenomenon of actually deci easing frequency of strikes during a 
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peiiod of severe deflation, in 1927 the numbei of iaboiers invohed 
m strikes ^as 632,000, m 1930, 274,000, and in 1931, 156,000 » 
Reductions in unemployment benefits, salary cuts, and the slow 
progress of cartel price-loT^ enng caused deep dissatisfaction and 
diove large numbei s not only of unemployed laborers but also of 
the middle-class mto the radical light and left wing parties 

The geneial elections of 1930 and the atmospheie of impending 
ci\il upheaval, especially m the form of a National Sociahst coupj 
struck a fell blow at busme^^s confidence concerning Germany both 
within and outside the country German securities dechned sharply 
on foreign markets m the early Autumn The dangers besetting 
foreign short-term loans, imperfectly sensed until now, came to be 
apparent, foreign capital for the first time since the 1928/29 
downturn was withdiawn m large quantities — 800,000,000 
Reichsmarks withm a single month, and by December 17, some- 
thing over double this sum A new budget deficit of a billion Reichs- 
marks accumulated shortly after the election, and it was only by 
virtue of a 400,000,000 Reichsmaik issue of Treasuiy bills and the 
Lee Higgmson loan of $125,000,000 that the diJEculty could be 
tided over A few days later the Reichsbank leluctantly raised its 
rediscount rate from 4 to 5 per cent Inconsistently with Brumng^s 
deflationary policy, the Reichsbank discount rate had been domi- 
nated by the so-called KonstaherungspoMik since the Autumn of 
1929 — the principle of adaptmg the rate to London, where 
increasing hqmdity had brought down bank late fiom 6 to 3 per 
cent Accordmgly the Reichsbank had loweied its rate, preserving 
the usual differential between London and Berhn, from 73^ to 4 per 
cent at the middle of 1930, the lowest rate permitted by its statutes 
The year 1930 marked a thoioughgomg change in the aspect 
of Germany's balance of payments The continuous inflow of 


The Balance of Payments of Gekm^ny, 1927-1930* 
(In million Reichsmarks) 

Capital exports, — , capital imports, -f* 



Long Term 

Short Term 

Unclassified 

Total 

1927 

4-1,778 

+2,264 

+ 310 

+4,352 

1928 

+1,788 

+1,270 

+1,000 

+4,058 

1929 

+ 660 

+ 484 

+ 879 

+2,023 

1930 

+1.119 

+ 169 

- 746 

+ 542 


* League of Nations Balances of Payments 1937 (Geneva 1938) p 108 
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capital since 1924 had exceeded hy 2J4 to 3 time^ the 10,300,000,000 
Reichsmarks paid hy Germany for lepaiation'^/ but m 1929 the 
began to slacken The item oi 879,000,000 Reich^^maiLs under 
^^unclassified^' capital impoit« indicates that outride the (formally 
oigamzed) credit oigamzations of Germany the inflow of '^hort- 
term loans continued almost unabated, - though the total capital 
influx was halted for the yeai The total figure^; giten abote fail 
to show the extent of the disaster in 1930 In that yeai the 1,800,- 
000,000 Reichsmark Young Loan was floated, although two-thirds 
of the proceeds w^ent to leparations, the lemammg third, used to 
finance the German lailways, afforded considerable lelief to the 
balance of payments Neveithele^'S the net inflow of capital 
dwindled to a half bilhon marks, or one-eighth its magnitude two 
years earlier This figuie does not reveal, furthermore, that duiing 
the second half of the year ^^hort-teim capital impoits practically 
vanished, nor that capital withdiawals in the aggiegate amounted 
to over a bilhon and a half marks 

Undei these cncumstances the balance of trade took a spec- 
tacular turn from unfavorable to fa\oiable This change was 
greatly intensified by the alteration of the terms of trade for 


German Imports aisd Exports, 1928-1930* 
(In million Reichsmarks) 



Imports 

Exports 

Balance 

1928 

13,649 5 

12,420 1 

-1,229 4 

1929 

13,446 8 

13,482 7 

-h 35 9 

1930 

10,393 0 

12,035 6 

4-1,642 3 


* Including reparation deliveries in kind Of Stat Jhrb 1932 p 173 


Germany following the collapse of markets for raw matenals in 
the depression Just how impoitant an influence this represented 
may be discovered by appl3ning monthly a^ eiage \ alues dm mg 1929 
to the 1930 figures Imports m 1930 would have a \ alue of 12,055,- 
500,000 Reichsmaiks, exports 12,871,000,000 Reichsmaiks, and 
the fa'vorabie balance 815,600,000 Reichsmaiks or less than half the 
actual export surplus We shall have occasion latei to point to 
the sigmficance of this favorable turn in the terms of trade for 

1 Hams, op cit , p 10 

2 Statistisches Reichsamt, Die deutsche Zahlungsbilanz der Jahre 
1924-1933 (Berhn, 1934), p 22 
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German^' s economic position generally, but in the midst of the 
pohtical and economic cnsis of late 1930, it was not a sufficiently 
ob\nous fact to aid in the restoiation of confidence The loss of 
gold and de^nsen from Reichsbank resei\es continued and only in 
February, 1931, did the dram show signs of tempoiaiily retarding ^ 

Duiing 1930 the government found itbelf so pieoccupied in 
trying to cope with an increase of the budget deficit of two billion 
Marks^ by intensifying the measures alieady imtiated, that more 
fundamental economic corrections went by default The pohcy of 
^^deflation^' revealed maiked incongruities Extensive mci eases in 
piotective tariffs and subsidies accorded to agiiculture drove prices 
m this segment far above the world maiket level On the other 
hand, endeavors to lower cartel prices did not go beyond a decree on 
January 31, 1932, which annulled contracts between manufactuieis 
of branded goods and their distributors, unless the manufacturers 
reduced prices by 10 per cent from the previous July ^ Practical 
effects from the measure weie nugatory On March 30, 1931, a 
“saving budget’^ came into force by emergency deciee, but despite 
a contemplated saving of 1,150,000,000 Eeichsmarks undei the 
1932 budget, a new deficit had accumulated by May The news of 
this debacle impinged upon a pamc situation created by the break- 
down of the Credit Anstalt 

The month of June, 1931, witnessed a rapid increase of political 
tension The radical pi ess of both left and right wnngs predicted 
the collapse of capitalism m Germany and the bieakdown of the 
Versailles system, thus Schacht, then at an interim period of retire- 
ment from the Reichsbank piesidency, proclaimed that Germany's 
ability to pay had come to an end and that a dictatoiship was 
inevitable Appalled by the growth of National Sociahsm, the 
government on its side attempted to take the wind out of the sails 
of the movement by concluding a customs union with Austria 
The failure of the Austnan Credit Anstalt enabled the French to 
intervene and wreck the AnschlmSj but the lesurgence of anti- 
German sentiment m Pans forced the Reichsbank to look elsewhere 
for help in the emergency New York had not lecovered from the 
stock-exchange crash of 1929 and the position of London was 

1 Cf Appendix, pp 373-376 below 

2 Wirtscliaft and Statistik, Vol 11, No 5 (March, 1931), p 207 

3 J W F Thelwall and E, P E Edwards, Economic Conditions in 
Germany to September, 1931, Department of Overseas Trade (H M Stat 
Office, London, 1932), p 12 
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becoming increasingly difficult In the^e straits the Reichsbank 
had no further resouice than the S50,000 000 Ameiican credit 
already provided for in 1927 The government itself «:cemed to be 
largely without counsel, save foi fuithei report to long-run eqmlib- 
iium measures such as curtailing unemplovment insurance bene- 
fits by 400,000,000 Reichsmaiks, lov\eimg the salaueb of cival 
'=;ervants by 4 per cent to 8 per cent, and the inli eduction of a 
cnsis surtax on wages Meanwhile the commeicial banks, m ordei 
to replemsh reserves sapped away by the capital flight, turned 
heavily to the Reichsbank, which experienced a shaip nse in bills 
discounted ^ An advance of bank-rate on June 14 from 5 per cent 
to 7 per cent accomplished nothing toward stemnung the tide By 
the time the Hoover Moratorium was announced on June 16, the 
Reichsbank had lost a bilhon Reichsmarks m le^^erves and was 
approaching the hmit of the 40 per cent reserves requited against 
its notes The man m the street watched the approach to this 
sacred line with superstitious misgivnngs and expected an immediate 
collapse of the currency system once the hmit was exceeded 

Had the Hoover proposal met with immediate acceptance, it 
might have turned the scales m a delicate state of public psychol- 
ogy Still smarting under the attempt at Anschluss Fiance con- 
fronted Germany wnth a senes of pohtical demands, hesitated as to 
the amount of “unconditionar^ reparations, and demanded the 
stnetest scrutmy of Reichsbank credits to industry Up to July 6, 
when the “Hoover Year” was finally inaugurated, the catastrophic 
position of Germany was continually the center of (hscussion of a 
sort to impart the coup de grace to confidence in the country, both 
at home and abroad When the news finally came that Geimany 
had been permitted to suspend the payment of 1,617,000 Reichs- 
marks in reparations for the period July to July, 1931-1932, and 
even to make only a noimnal tender without actual payment of 
the “unconditional” annuity of 600,000 000 Reichsmarks,- the 
psychological effect was explosiv’-e, rather than restoiativ’-e 

An emergency credit of $100,000,000 extended on June 25 by 
the Bank for International Settlements and the central banks of 
England, France, and the United States was to an extent exceeding 
one-half dissipated by the capital flight within a span of five days 

1 Cf Appendix, pp 373-376 

2 Economist, Reparations and War Debts Supplement, January 
1932, p 7 



166 EXCHANGE CO\TROL IN CENTRiL Eh ROPE 

Nor was the situation mateiiaily helped by a joint guarantee to 
the Goiddiskontbanlv of 500,000,000 Reichsmarks by a thousand 
of the iaigest Geiman firms On July 11 it transpired that the 
government was piepaimg shaip measures against the outflow of 
devisen Shortly thereafter the Darmstadter-und-Nationalbank 
failed as a consequence of the scandalous bankruptcy of the 
Noidwolle-Konzem The Reichsbank came to the view that the 
old principle of stopping runs by a heioic willingness to conveit 
credit to cash was inapplicable in a situation m which withdrawals 
lesulted only in an eqmvalent loss of devisen to foreign countnes 
Bank hohdays were proclaimed, the Reich undertook guaranties of 
depositors^ claims, the Stock Exchange was closed, and finally by 
a series of decrees between July 15 and August 1 exchange control 
was introduced The system later glonfied as “modern money’^ 
had made its mglorious advent 

B Control as an Emergency Device to Check the Flight of Capital — 

July through November^ 1931 

On January 1, 1939, a general recodification of all exchange- 
control regulations came into legal effect for Greater Germany 
Since its mception in the cnsis of July, 1931, “modern money’' 
had required three general exchange-control laws, upwaids of 50 
separate deciees of amendment and adaptation, and something m 
the neighboihood of 500 admimstrative ruhngs,^ to say nothing of 
clearing, compensation, and payment agreements wnth partner 
countries It is not necessary except on rare occasions to enter into 
this juristic maze, but a biief exammation of the earhest measures 
serves to characterize the legal stiucture of exchange control in 
Germany throughout 

Six deciees on July 15, 16, and 18 put control into operation 
on an ex tempore basis before the First Devisen Law of August 1 
These decrees- gave to the Reichsbank a monopoly of dealings m 
foreign exchange, prohibited all deviations from the official rate of 
exchange, and abolished foiwaid transactions in devisen Owners 
of foreign claims and means-of-payment in foreign currencies 
exceeding 20,000 Reichsmarks could be, and wnthin a few days 
actually were, required to sell them to the central bank Although 
foreign secunties had to be registered, the purchase of such secun- 

1 Muller, op cit , pp 9-10 

2 1931 1 Eeichsgesetzblatt, pp 365, 366-368, 369, 373-376 
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ties TV as not foi bidden Xor was it forbidden to purchase dein^en 
with German securities nor to exchange deTi^^en against de\i-en 
The Reich postal authoiit> did piohibit the export of Marks 
through the mails, but it was only by mipiicatioii that the decrees 
laid a general embaigo upon the exportation of German money 
Finally, residents of Germany who held an equity m a foieign 
enterprise exceeding half the total equities, pioxided there were 
no more than five owmers m the enteipiise, weie obliged to deciaie 
this fact to the control authorities In this way a flight from 
taxation as Tvell as a simple capital flight, it was believed, could be 
checked 

Stipulations of this sort naturally left many doors open for 
evasions, and little more was actually accomplished than the 
proclamation of an official rate and securing a small flow of devisen 
through compulsory sale to the Reichsbank These shortcomings 
led to more iigoious measures, especially aftei the collapse of the 
World Economic Conference m London and the failure of the 
Dresdner Bank On August 1, befoie the first steps were taken to 
open the German banks, the first formal DeTusen Law^ came into 
force by proclamation 

Heieafter devisen could be sold by the authorized devisen- 
banks only aftei the pui chaser had presented a ‘^certificate of 
necessity^’ issued by the newly erected Devisen Offices A similar 
certificate was reqmred for purchasing any foreign seeunty not 
regularly quoted on the German bourses To extend control over 
capital exports, the law reqmred the permission of a Devisen 
Office (1) to open new credits m terms of Marks to foreigners, (2) 
to dispose over Mark accounts in Germany owned by foreigners 
and oiigmatmg before August 4, 1931, (3) to transfei Maiks to 
accounts held with firms abroad The last prohibition was supple- 
mented by a general embargo upon exporting domestic means of 
pa3anent It should be noted, howevei, that all these piohibitions 
extended only to transactions over 3,000 Reichsmaiks This 
rathei striking latitude, coupled with the lack of effective contiol 
over the actual utilization of devisen, once they had been officially 
allocated, still allowed many loopholes foi capital flight On the 
other hand, immediately after publication of the deciee the poten- 
tial poweis of the newly cieated mstiument of exchange control 
were cleaily demonstrated the Devisen Offices received mstiuctions 

1 1931 1 Reichsgesetzblatt, pp 421-425 
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to sell devisen fieely for ceitain imports, to lation devisen 

for half-finished goods, and to terminate allocation for coal and 
foi fimshed goods including food This measure — the influence 
of agricultural protectiomsni was apparent — led within a few 
days to a consideiable advance in pnces, which seemed sadly at 
variance mth the aim of the pi evading 15 per cent Reichsbank 
rate The scheme was shortly gi\ en up m favor of unlimited allo- 
cation for authentic imports, but not too soon to afford a foretaste 
of exchange contiol of the fifth type dehneated m the introductoiy 
chapter,^ of exchange control as an instrument of commeicial or 
pohtical policy 

When, under circumstances which scarcely could have been 
moie diamatic, Germany abandoned the free-payments system 
and resorted to an official exchange late and the control of pay- 
ments, there was little doubt at home oi abroad that this was an 
emergency measure No one would have supposed that it was 
destined to be the outstanding featuie of the Geiman economy for 
years to come The enactment of exchange control sprang diiectly 
from a deep crisis in confidence, and this in turn had been gestated 
in a year of grave pohtical unrest, with a people demorahzed by 
the trying experiences of war, revolution, post-war inflation, and 
the Versailles system of reparations But the crisis in confidence 
could not have assumed so devastating a chaiacter, had it not been 
for the precarious situation of German foreign indebtedness 

Germany emeiged from the post-wai inflation with its fixed 
capital equipment sadly impaired audits working capital exhausted 
Surprisingly enough, after the Dawes agreement of 1924, confidence 
of the mternational financial world regardmg Germany was 
restored even more rapidly than it was destroyed seven years later 
Long-term capital began to move into the country, slowly at first, 
but m 1926, when the stabihzation slump had given place to a 
pronounced lecoveiy, at a gieatly accelerated rate For German 
industry this was a peiiod of rapid rationalization of plant, but at 
the same time the states and municipalities began indulging in 
expensive schemes of social reconstiuction The Social Democrats 
lacked the strength to impose sufficient taxes for these plans, and 
mstead lightheartedly resorted to borrowing It is by no means 
easy to account for the large inflow of short-term capital beginning 
m 1927, though a part is ascribable to the increase of German 
1 Cf p 6 above 
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imports by foui billion Marks between 1926 and 1927 In large 
part the explanation hes in the myopia of foreign lenders who, to 
secure the cmient exorbitantly high money rates, tv ere wilhng to 
ignoie the consequences of the Geiman practice of investing short- 
teini funds m fixed capital equipment The six largest banks m 
Berlin showed short-teim liabihties to foreigners amounting to 
43 pel cent of total liabihties by the end of 1928 ^ 

The extent and nature of capital imports by Germany during 
the recovery years appears in the following figures 


Capital Movements into Germany, 1924-1929=^ 
(In million Reichsmarks) 


Year 

Lonj Term 

Short Term 

Unclassified 

Balance on 
Current 
Income 

1924 

1,000 

1,500 

400 

2,900 

1925 

1,110 

300 

1,700 

3,100 

1926 

1,400 

100 

900 

600 

1927 

1,700 

1,800 

400 

3,900 

1928 

1,700 

1,400 

1,200 

4,300 

1929 

600 

1,110 

1,000 

2,700 

Total 

9,100 

6,200 

2,900 

18,200 


* Economist Heparations and War Debts Supplement January 23 1923 p 10 


Estimates differ appreciably as to Geiman foreign indebtedness at 
Its peak in mid-1930 on the eve of the crisis The Wiggm Commit- 
tee m August, 1931, set the figure at 25,500,000,000 Reichsmarks, 
while the official German estimate, submitted to the Young Plan 
Comnuttee early in 1931, ran to 30,000,000,000 Reichsmarks ^ 
A total of 26,800,000,000 of foreign debts in naud-1930, according to 
the latest data published by the League of Nations, ^ was divided 
into long-term and shoit-teim respectively at 10,800,000,000 and 
16,000,000,000 Reichsmarks Of the capital entering Germany 
over the years 1924-1930, 10,300,000,000 Reichsmarks went into 
repaiation payments, 6,300,000,000 Reichsmarks to pay for import 
surpluses, 2,500,000,000 Reichsmarks to interest on commercial 
debts, and about 2,500,000,000 Reichsmarks to the reserves of the 

1 Deutsche Wirtschaftskunde (Berhn, 1930), p 244 

2 G S R Hams, Germany's Foreign Indebtedness (London, 1935), p 8 

3 League of Nations, Balances of Payments 1937 (Geneva, 1938), p 109 
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Reichsbank, "v^hich more than tiebied " The capital ’withdrawals 
and Ihght of 1930-1931 absorbed thiee billion Reichsmaiks and 
left the debt at 10 700,000 000 Reichsmarks at long-term and 13, « 
100 000,000 at short-term As for the short-teim debts, only 23 
per cent represented acceptances, and e\en here there is little 
doubt that much had been ime^ted in such a way as to render the 
supposed self-liqmdatmg charactei of these ciedits illusory Ger- 
man short-term boriowings weie actually “fiozen^’ before the 
introduction of exchange contiol made thi^ fact plain 

The London Conference, meeting in the mid^^t of the crisis in 
July, appointed a committee under the chairmanship of T\iggm to 
imestigate the German short-teim debt situation At the same 
time — a circumstance which greatly facilitated the leopenmg of 
banks — the English bankers agreed not to withdraw then* credits 
Ensumg negotiations toward a Standstill were proti acted b} ngor- 
ous conditions of a pohtical character demanded by the French 
representatives Agi cement was finally reached on September 19, 
retroactive to the first of the month, between the foreign bankers 
and German debtors with the participation of the Reichsbank and 
Golddiskontbank, the basic principle bemg a maintenance of 
existing credits without alteration of their ongmal terms Unfor- 
tunately the Fust Standstill was not without its shortcomings 
It was concluded for a penod of only six months, though no one 
could reasonably expect a significant change m so short a time It 
included 6,300,000,000 Reichsmaiks, only half of the aggregate 
short-term debts, call money loans, short-term advances against 
securities and mortgages, as well as credits to agriculture for financ- 
ing crops — all these were excluded No attempt was made to 
follow the Wiggm Committee’s recommendation that part of the 
credits be converted into long-term obhgations Nor weie the 
short-term debts conti acted by states, mumcipalities, and public 
bodies incorporated into the agreement An emergency formula 
permitting the continuance of German trade had indeed been 
found Whether the Standstill laid a basis foi the discontinuance 
of exchange control cannot be known, since within a few days 
Great Britain’s departure from the gold standard created a new 
situation, to which we come presently 

The mstitution of exchange control in the July crisis of 1931 

1 Report of the Committee Appointed on the Recommendation of the 
London Conference, 1931 (Basle, 1931), p 2 
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vtas based upon short-run psychological factors, mthout much 
leference to more fundamental monetary determinants In certain 
quaiters, exchange contiol encounteied distrust the system might 
become an instrument of pohtical abuse, it might lead to a black 
market upon devisen and the ultimate collapse of the currency 
umt, to these evils even a veiy high bank-rate was preferable ^ 
That the Reichsbank was influenced by such considerations may 
be inferred from its advancing the rate to 15 per cent on August 1, 
and its cautious reductions of the rate to 10 per cent on August 12 
and 8 per cent on September 2, where it remamed until December 
10 But the Reichsbank also felt that exchange control was a 
necessary prerequisite for copmg with the cnsis in confidence 
Foreign creditors, especially American, were anxious to see exchange 
control tightened, 2 fearmg that devaluation imght lead to dis- 
cnnunatory treatment of foreign creditors and also to exchange- 
dumping, which in turn would provoke defense measures such as 
to make the debts uncollectable The German trades umons hke- 
wise, possibly imder the influences of a vague apprehension of 
inflation, of a general hostihty to foreign capital, and of an under- 
lymg tendency towaid Planwirtschaft, also formally demanded the 
extension of exchange control ^ These “psychological' motivations 
of the control originally predommated 

But with the devaluation of sterhng another consideration 
came to equal importance Examination of the relative course of 
wholesale prices m various countries presented m Figure 20 
demonstrates ad occulos how, after lagging behind the movement 
in other countries from 1929, wholesale pnces in Germany lost 
contact with the world pnce system in 1931 At first the hesitancy 
of the government respecting cartel pnces was chiefly responsible, 
but the pound devaluation still more gravely impaired the competi- 
tive power of German exports Exchange control offered no solu- 
tion of the difficulty in and of itself, but it did afford a breathing 
space in which to discovei and put into effect some modus mveifidi 

Alternative courses of action were to follow the Enghsh 
example of devaluation or to continue and intensify the course of 

1 L Albert Hahn, a German popular economist of wide repute, proposed 
a bank rate of 30 per cent 

2 Economist, July 25, 1931, p 160 and Osterreichischer Volkswirt, Vol 
23, No 43 (July 25, 1931), p 1134 

3 In a resolution of July 29, 1931 Cf Jahrbuch, 1931, des Allgemeinen 
Deutscben Gewerkschaftsbundes (Berbn, 1932), pp 48, 55 
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deflation Without doubt de\ aluation ^ ould afford certain ad\ an- 
tages, amongst them most coubpicuoudy an adjustment to foieign 
prices withm a bncf mter\al The discontinuance of the tedious 
and unpopulai process of deflation tv ould contribute to a quieting 
of pohtical unrest Tvntliin Germany ^ and fuithermoie the opimon 



was held that de\ aluation would supply a sort of bargaining ful- 
crum, securing pohtical and financial concessions fiom France as a 
price for Geimany^s offei to leturn to the gold standard The 
necessity of “le-deflation/’ as devaluation was euphemistically 
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labelled; found champions rather widely m the press, especially in 
the columns of Dei Deutsche Okonomist ^ 

The Reichsbank and the Bruning government decided, how- 
ever, to cling to the pohcy of deflation, and, indeed, senous con- 
siderations weighed against devaluation First and foiemost was 
the threat of a dangerous reaction by an “inflation conscious'^ 
populace vhich did not differentiate between inflation and devalua- 
tion Again, if the trade umons insisted upon an index wage system 
based on stable foreign currencies as a precaution against the 
supposed inflation, most of the advantage of exchange depreciation 
as a method of reducing domestic costs to conform with the inter- 
national level would automatically disappear Furthermore, 
devaluation would raise the value of foreign debts which ran, as 
most of them did, m terms of foreign currencies This argument is 
not completely convincmg, in view of the German windfall profits 
alieady taken as a consequence of sterhng-5mc depreciations But 
m a creditor country hke England devaluation prompted an inflow 
of capital takmg advantage of the oppoitumty to dischaige debts 
cheaply, whereas no such contiibution to the stabilization of cur- 
lency could be expected for a debtor country^ Finally, it was 
entiiely possible that, in the prevailing pathological state of pubhc 
anticipations, devaluation might actually precipitate a further 
spasmodic attempt at capital flight The day following England's 
departure from the gold standard, the Chancellor and the Reichs- 
bank President publicly announced their decision against devalua- 
tion 

Almost immediately the foreign exchange situation took a 
decided turn for the worse The inflow of free devisen dimimshed 
sharply, because lines of steiling acceptance-ci edits lapsed thiough 
disuse wherever the German customer had become bankiupt 
Because the exchange regulations could be evaded m a number of 

1 Der Deutsche Okonomist, Vol 49 ‘^Zur Devalvation der Finnmark,” 
October 23, 1931, ^‘Em Program der Devalvation,” December 11, 1931 Cf 
also Dahlberg’s address to the Deutsche Weltwirtschaftliche Gesellschaft, 
October 16, 1931, Kramer, m the Wirtschaftsdienst, October 16, 1931, Albert 
Hahn, m the Vossische Zeitung, November 5, 1931, and Pinner, in the Berhner 
Tagblatt, November 29, 1931 In view of his later position, it is interesting to 
discover the concessions to the devaluation thesis made by Ernst Wagemann, 
director of the German Business Cycle Research Institute, in the Wochen- 
bencht of December 2, 1931 

2 Hans Luther, ^^Wirtschaftsfragen der Gegenwart,*^ m Kieler Vortrage, 
No 38 (Jena, 1931) 
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uays, and faecau'^e the Standstill cohered less than half the foreign 
debts at short teim, de\nsen continued to be dra^n off Capital 
flight through distrust of the cuirency and pes=:iim^m concerning 
Germany’s future contmued, but other motnes were in play also 
The low sterling late appealed to the ordinal}- pnce calculus m 
affordmg a bargain on debt pa}'ments, and m addition the German 
merchant desired to re-estabhsh his position as a trustworthy 
debtor after the disturbances of the summei months The tempta- 
tion of the black market interfered with the flow of d^wi'sen into 
the Eeichsbank at its low official rate Ha\ing expenenced a loss 
of 66,000,000 Reichsmarks in deMsen m one week after sterling 
devaluation, the Bank threatened to exclude from rediscounting 
facilities those Aims which mfnnged upon the exchange regulations 
The naimmum amount of devisen and other foreign claims exempt 
from compulsory sale to the Reichsbank was set down from 1,000 
to 200 Reichsmarks, and m the next few w-eeks the control was 
otherwise tightened by detailed enactments 

Meanwhile the cnsis produced its inevitable lesult upon the 
budget m a deficit of 2,626,000,000 Reichsmarks by the year end ^ 
The government responded in this extremity by promulgating on 
December 8 its Fourth Emergency Decree, the most drastic effort 
m two years of deflation pohcy On the purely fiscal side a reduc- 
tion of mne per cent in the salaries of civil servants, alieady cut 
by per cent, brought a prospective balancing On the eco- 
nomic side the decree reduced adinimstered prices by 10 per cent 
of their June 30, 1931 level, estabhshed a Price Commission, and 
lowered contractual w^age lates to the level of January, 1927, i e 
by 10-15 per cent This heroic reduction of wages made it appear 
mandatory to lower house rents by seven or eight per cent, and this 
in turn reqmred m consistency a scahng down of mortgage rates 
The final step was a general reduction of interest upon all medium- 
and long-term credits, with a low-enng of short-term rates effectu- 
ated through cutting the conventional bank commissions Intel est 
reduction represented the most hotly contested point of the pio- 
gram Aside from theoretical pro’s and con’s, it is worth noting 
that the measure actually came into force by virtue of pressure 
from agricultural interests, chiefly the East Prussian landowners, 
whose influence was m the ascendancy Shortly before the Emer- 

1 Jahrbuch, 1931, des AUgememen Deutscben Gewerkscliaftsbundes 
(Berlin, 1932), p 39, the largest deficit since the post-war inflation 
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gency Deciee they had infoimed the Chancellor of their intention 
to cut wages by one-third and mortgage interest rates to three 
pel cent by unilateral action 

Without leference to this immediately impellmg circumstance, 
i;^hat may be said in aluatmg the interest reductions as a mattei 
of economic policy On the one hand, it may be argued that a cheap 
money pohcy directly negates the deflationary efforts of pnce- and 
wage-reduction decrees On the other hand, it might be held that 
if the government takes the tack of a general reduction of costs, 
then not only commodity pnces and wage rates, but also mteiest 
charges must in consistency be reduced The force of the latter 
view appears to be mcreased by the viitual unammity of vaiious 
shades of theoretical opimon upon this one point Keynesians 
argue against wage-reductions only upon the grounds of expedi- 
ency, but if the resistance of trades unions has been broken, then 
wage-reductions are as eligible a method of secuimg low interest 
rates as an expansion of credit Without accepting the Keynesian 
position that an impetus to expanding employment can proceed 
only thiough the one channel of lower mteiest rates, Robertson 
proposes a bank rate below the “quasi-naturak^ level obtaining in 
depressions ^ Finally, the typical orthodox position of a decade 
ago assumed that all prices should be reduced, mcludmg as a 
matter of course interest rates also ^ 

In my judgment the apphcation of these aiguments in favor 
of low interest to the German situation of 1934 would fail upon 
one or other of two counts The argument might, in the first place, 
assume that Germany could pm sue an autarkic credit pohcy, and 
that sacnficing the foreign value of the Maik vould be a low pnce 
to pay for avoiding deflation and further liqmdation This ignores 
the fact that the Bruning government, for reasons already set forth, 
could not risk devaluation On the othei hand, the proponents of 
a cheap money pohcy might agree upon this point but err m believ- 
ing that puce and wage reductions were accompli j so that the 

apphcation of the interest late thumbscrew was supeifluous Actu- 
ally, however, the deflation of pnces and wages had gone only part 
way Direct observation shows that impoitant segments of the 
puce system were still unaffected Indirectly, the lacunae of diiect 

1 D H Robertson, “Industrial Fluctuation and the Natural Rate of 
Interest,’^ Economic Journal, Vol 44 (December, 1934), pp 650-656 

2 Jacob Vmer, Balanced Deflation, Inflation, or More Depression 
(University of Minnesota, Minneapohs, 1933), Section IV 
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deflation by authontanan price and v^age reduction are repealed 
by the fact that, e\eE at a lediscount late of '>e\cn percent, the 
Reichsbank felt lt‘=^eif threatened by the necessity of resorting to 
credit rationing High interest rates v,eie indispensable to com- 
plete the task left unfimshed by diiect operation upon pnces 
The Fourth Emergency Decree signalized the determination 
of the go\ eminent to press foiward a deflations y policy by ehmi- 
nating such lacunae But, at best, deflation requires time Exchange 
control, introduced as an emergency or short-iun measuie par 
excellence to cope with the irrational forces of capital flight, was 
transformed into a medium-term arrangement From the middle 
of 1932 onward, the German government abandoned attempts 
to restore equilibrium with international puces and theiewith 
accepted exchange contiol and the o\ei\alued mark as long-run 
features of the German economy We tuin to the complevion of 
economic life in Germany during this intermediate term of 
exchange control pnor to the advent of National Socialism 

Efiokts Tow xrd Intern xtionxl Price Equilibrium Under 
Exchange Control — December, 1931 to February, 1933 

The balance of payments for 1931 showed an outflow of 
3,350,000,000 Reichsmaiks in capital flight and uncontrolled 
repayments, this sum being offset on the export side by an unprece- 
dented favorable balance of tiade of 2,827,000 000 Reichsmark-:^ 
and a loss of devisen which cut the Reichsbank’s reserves m half ^ 
Compared with these results, the balance of payments in 1932 
indicates that the efforts made to restore normal conditions were 
not unsuccessful A slow^ dram upon the ReichsbanL^s reserves 
took a further 200,000,000 Reichsmarks m gold and de\isen during 
1932 Adding to this an amount of 252,000,000 Reichsmarks from 
the favorable balance of goods and services^ we obtain 452,000,000 
Reichsmarks, and this total is counterbalanced by 450 000,000 
Reichsmaiks repaid upon long-term loans to the Reich, the central 
bank, and the Golddiskontbank Even if the statistics are not 
altogether accurate, there is httle room for a flight of capital 

For the more normal aspect of the balance of payments m 
1932, two factors were chiefly responsible — the extending and 
broademng of the Standstill, and the Lausanne conference con- 

1 Die Deutsche Zahluugsbilanz der Jabre 1924-1933, p 22, and Wirt- 
chaftstatistisches Jahrbuch 1931/1932 (Vienna, 1933), p 13 
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cerning reparations The first renewal of the Standstill agieement 
for the twehe-month beginning with February, 1932, recurred to 
the suggestion of the Wiggin-Layton Committee and provided for 
the conversion of unsecured short-term ci edits at the option of the 
creditoi to 10-year gold notes at six pei cent Creditors might also 
utihze a maximum of 50 per cent of then advances for the pui chase 
of Geiman securities, which lemamed ^'blocked^^ however for five 
years thereafter This was the origin of one category in the system 
of blocked maiks, destined to become an integral part of Geiman 
exchange control The Standstill renewal involved also a guarantee 
of the Golddiskontbank for certain short-term ci edits and the 
reduction of unutihzed hnes of credit The German debtois secured 
a promise that interest rates would be reduced to some conformity 
with lates in the ci editor countries By the time the agreement was 
concluded, repayments and sterling depreciation had brought the 
aggiegate of included credits to 6,000,000,000 Reichsmarks, or 20 
per cent less than their ongmal amount 

Creditor concessions in funding short-term credits and debtor 
demonstrations of genuine desire to repay created an atmosphere 
of goodwill Two months after the Standstill renewal a supplement 
included municipal obhgations and reduced interest rates in this 
field from nine to six per cent There remained outside the Stand- 
still 6,100,000,000 Reichsmarks short-term debts of German indi- 
vidual and corporate enterprises to non-banking firms abroad, 
and a further 6,300,000,000 Reichsmarks comprising chiefly the 
obligations of Geiman firms to foreign affiliates, wherein the 
debtor lelationship frequently departed somewhat from a stnct 
short-term character Although the Standstill embraced only a 
third of Germany's short-teim debts, its favorable psychological 
effect undoubtedly extended over the entire range of foreign 
mdebtedness 

Another rmlestone on the way to a normal balance of pay- 
ments was reached at the culmination of reparation negotiations 
One of the great merits of the Wiggin report lay m its unambiguous 
declaration that a final solution of the reparation problem was a 
prerequisite to the restoration of international credit Political 
difficulties in France and Germany caused a postponement of the 
conference at Lausanne from January, 1932, to June 16 After 
three weeks of debate the delegates reached an agreement besides 
the service upon the Dawes and Young loans, the Belgian mark 
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claims, and the American ^mixed claims,” amounting m total to 

230.000. 000 Reichsmarks annually, Germany undertook to pay 

3.000. 000.000 Reichsmarks for obligations postponed from the 
“Hoover jeai,” pro^nded the Bank ior International Settlements 
should be able aftei thiee ^ears to place the Geiman bonds at 90 
per cent of then nominal \ alue Should thi^ pro\ e to be impo-.: 3 ibIe 
vathin 15 years, the bonds vere to be destroyed The ariangemcnt 
virtually signified the annulment of reparition^, vhieh amounted 
to 30,000,000,000 Reichsmarks under the Young Plan and would 
have entailed a payment of 1,700,000,000 Reich&markfe in 1932 and 

2.400.000. 000 per annum later 

Wheieas the Standstill and lepaiation arrangements con- 
tnbuted to a consolidation of Germany. ’s position in international 
finance, the reconstruction of the banks vhich had collapsed m the 
summer of 1931 maiked a notable «^tep foivaid m the mterin! 
credit situation The task of reconstiuction pio\ed to be easier m 
Germany, wheie industry enjoyed a relati\ely high degree of 
independence from bank financing, than m Austiia, vheie the 
Credit Anstalt virtually owned 70 per cent of the mdustiial capital 
In one major instance German industry had even succored the 
banking system, that is, in the suppoit gi\en by I G Faiben, 
Siemens, Vereimgte Stahlwerke and other large firms to the 
“Danat” Bank shortly after the cnsis Nevertheless it was to be 
expected that private capital would not suflGlce for a thorough- 
gomg reconstruction of the banks The merger of the “Danat” and 
Dresdner banks chiefly depended upon the Reich, active state aid 
proved to be necessary in the case of the Commerz-und-Pnvatbank 
In a third case, the Deutsche Bank and Diskonto Gesellschaft, 
only a hmited amount of aid had to be given, this devolved upon 
the Golddiskontbank after a doubling of its capital Total partici- 
pation of the Reich in bank reorgamzations amounted to about 

600.000. 000 Reichsmarks, part of which had, of course, to be 
regarded in advance as lost The leoigamzations weie accompanied 
by a ruthless cleanng of balance sheets with unquestionable benefit 
to pubhc confidence Two days aftei the leconstruction was com- 
pleted in February, 1932, the Berhn Bourse resumed its activities 
So far as concerns finance, both foreign and domestic, Germany 
had through bank reorgamzations, Standstill agreements and the 
Lausanne conference substantially consohdated her position, but 
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what IS to be said of deeper forces m economic life such as trade, 
production, and employ ment‘i^ 

The favorable balance of trade, having attained a peak m the 
third quarter of 1931 at 1,001,000,000 Reichsmaiks, fell to 907,- 
000,000 m the last quaiter of 1932, to 354,000,000 m the fiist 
quarter of 1932, and to about 250,000,000 quarterly through the 
lemainder of the yeai This resulted over the year in a favorable 
balance only 37 per cent as laige as that of 1931 Had it not been 
for German exports to Russia, which were supported by long-term 
credits and other facihties accorded by Germany to offset her high 
prices, matters would have been still worse As it was, German 
expoits to European countiies declined at about the same rate as 
the exports of most industrial countiies Exports to non-European 
countries decreased very shaiply, however,^ chiefly accounting in 
1932 for the shrinkage of total exports by 3,800,000,000 Reichs- 
marks, while the value of imports fell by only 2,000,000,000 
Reichsmarks 

That German foreign tiade fared relatively worse than that of 
other countries is explained by sterling devaluation and the lagging 
pace of deflation within the country The depreciation of the 
pound, the growth of protectiomsm in Great Bntam, and later the 
operation of the Ottawa agreements severely impaired Germany's 
competitive abihty on international markets In the Balkan 
countries, for example, Germany lost 50 per cent of her export 
demand dunng the first half of 1932, whereas England actually 
increased exports to the same region ^ The heavy odds against 
which Germany had to struggle are shown in Figure 20 by the 
plummeting line of British (gold) wholesale prices dunng 1931 and 
1932, and in the striking behavior of British pnces expressed in 
percentages of German prices For wholesale prices, such a 
comparison reveals that, if account is taken of the depreciation of 
sterlmg in terms of gold, England enjoyed a 20 per cent undei- 
cutting margin beginning with the last quarter of 1931 The 
compaiison of export pnces on fimshed goods, probably a more 
sensitive measure, shows an even greater advantage at the end of 
1931 and begmning of 1932, though by the second and third 
quarters of 1932 the opeiation of the Fourth Emeigency Decree 
(December, 1931) had appieciably bettered the German position 

1 Cf Appendix, p 385, below 

2 V z K , Vol 7, No 2, Part A, p 107 
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Bbitish and German Prices During 1931 \nd 1032 
(Third quarter 1931 = 100) 
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The fourth quarter of 1932 with its marked ie\ersal actually 
belongs to another phase of economic developments 

During this year the mdex of production (1928 = 100) holered 
about 60, reaching its absolute low point in August, 1932, at 58, 
while unemployment never fell below five millions These figures 
reflect the general course of depression, but the inability of the 
German monetary authorities to resort to immediate and avowed 
devaluation imposed a deflationary policy which accentuated 
unemployment, at least in the short run Apart from the special 
position of the sterlmg however, and the unforeseeable dollar 
devaluation a year latei, the price situation did not present insur- 
mountable difficulties to the prospective attainment of equihbnum 
Throughout 1932 Geiman prices moved m accord with pnces m 
France, as representative of wwld gold-pnce economies The hope 
seemed to be justified that another strong effort at deflation would 
completely close the gap between German and gold pnces, leaving 
to the sterhng Hoc the task of confonmng to the international gold 
standard Voices could be heard m the summei of 1932 uiging that, 
under these circumstances, exchange control should be abolished 
The history of the fiist mne months of contiol repealed, how- 
ever, that the system possessed within itself a strong tendency 
toward eicpansion Some of the measures, such as the lowenng of 
the amount exempted from exchange control from 3,000 to 1,000, 
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and subsequently to 200 Reichsmarks/ lepiesent merely a tighten- 
ing of existing decrees Extensions of control into new fields to 
stop the leakage of devisen seemed to be required, however, not 
only from the viewpoint of the Geiman authorities charged with 
husbanding the supply of foreign exchange, but also from the angle 
of public opinion abroad, which conceived the regulation to be 
necessary in the inteiest of the foreign creditors ^ On November 2, 
1931, the purchase and sale of foieign securities was made subject 
to special permission of the Devisen Offices ® But it was the repatri- 
ation of Geiman bonds which pimcipally concerned the authorities 
as a method of evasion As early as October 3 the publication of 
free (foreign) quotations on German securities had been sup- 
pressed^, but the November 2 decree, while permitting foreigners 
to sell their holdings of German bonds within Geimany, forbade 
the transfer of proceeds abroad 

Exchange control opeiated through two distinct channels, 
connected with foreign puces of German bonds, to perpetuate 
itself The blocking of outward transfer created an artificial tend- 
ency of mterest rates in Germany to decline, as reflected, for 
example, in the gradual reduction of bank rate to five per cent in 
Apnl, 1932, and it also accounted directly fox the low values of 
German bonds abroad The combination of high secunty values at 
home and low values on the same secunties abroad, even in the 
absence of other motives for a capital flight, would provoke 
attempts to send funds abroad Exchange control thus proved 
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1 1931 I Eeichsgesetzblatt, pp 463, 634 

2 Economist, Vol 113, No 4604, p 947 

3 1931 I Reicbsgesetzblatt, pp 673, 674 

4 1931 I Eeichsgesetzblatt, p 570 
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indirectly to be one of the mam ipason> why it^ continuance 
^as necessary^ This cunou& lepercus-ion operated alao thiough a 
second line of causation as the pi evident of the Reich ^bank, Hans 
Luther, declared ’viith «:ome ju^^^tification exch'^nge control could 
not be T\ithdiaT;vn until the foreign short-term ci edits were success- 
fully conxerted into long-term obhgalions ^ But as long as German 
bonds stood at the disastiously loi;^ levels of 1932, there could be 
little prospect of floating a German concersion loan 

Because icpatnation offered windfall profits on exports of 
capital, because a geneial apprehen'5i\ ene‘>s concerning Germany % 
future effectively stopped any inflow of capital and on the contraiy 
occasioned a continuous alertness to oppoi tumties for capital flight, 
and finally, because the Mark was over\alued lelatncly to ^teiling, 
the demand for foreign devisen exceeded supply at the ofiicial rate 
and a system of rationing became ine\itable As introduced in 
November, 1931, the scheme allotted to accredited impoitcrs 75 
per cent of the de^usen used by each firm dunng the ba^e year July 
1, 1930 to June 30, 1931 The quota was reduced to 55 per cent m 
April and to 50 per cent in May, 1932, and this quota remained m 
force foi nearly two years The exchange authority maintained 
that the 50 pei cent allocation did not impose an aitificial limitation 
upon imports, inasmuch as both the value per umt and the volume 
of imports had fallen -very greatly through the ^'natuiaP^ course of 
depression smce 1930 The total \ alue of import^ fell by 35 per cent 
from the first quarter of 1931 to the first quarter of 1932, when the 
50 per cent quota obtained Since this shrinkage was the outcome 
of a 30 per cent fall in average impoit pnces but only a 10 per cent 
leduction m volume, the authoiities held wnth a fair degree of 
plausibihty that the actual volume of consumption had suffered 
no more than might be expected, aside from exchange control, in 
a year of severe economic contraction However true in 1932, this 
contention seems to have had less and less 'lahdity as time went 
on, and the qualification was substantial by the eaiiy pait of 1934 
The possible economic effects of the system of de\isen alloca- 
tion are not exhausted by the question of their adequacy for 
imports as a whole The system prevented the appearance of new 
import firms, virtually precluded any shifting of the relative out- 
puts of firms from their 1930 basis, and afforded to the existing 
importers a sheltered position at a time when the deflationary 
1 Luther, loc cit , p 24 
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process was imposing a severe stiuggle foi existence on other enter- 
pnses Cucumstances of this sort gave nse to the belief within the 
country that exchange control could be legarded as a protectionist 
device, akin to the decree of January, 1932, which imposed sur- 
chaiges upon imports fiom countries with which no commercial 
treaty had been concluded But on the whole, despite the ossifying 
of the impoit situation, Germany can scarcely be accused of 
employing exchange control up to the middle of 1932 as an mstru- 
ment of trade policy ^ 

There was, howevei, no lack of pressure, both internal and 
external, toward such an employment On the one hand, the Asso- 
ciation of German Industry earned on active propaganda in favor 
of altermg exchange control so as to “pay more attention to the 
viewpomt of the national economy The Brumng pohey of carry- 
ing on deflation under the temporary shelter of exchange control 
encounteied difficulty on the international side by reason of the 
fact that other countries were simultaneously pursuing the same 
course In 1931 fifteen European and seven other countries could 
be counted under exchange controP, and duimg the first half of 
1932 SIX more countries weie added to the hst The number of 
countries which, like Jugoslavia at the time, held aloof from 
protectiomst and regionally discriimnatory practices in connection 
with exchange control became smaller and smaller At a noim- 
mum, imports of luxunes were throttled m the devisen allocation, 
and although this may not have appeared to be a protectiomst 
measure, it usually operated simply to turn the demand for such 
products to domestic sources or substitutes Above this minimum 
were all degrees of autarkic pohey increasingly jeopardizing the 
maintenance of exchange control m Germany as a purely monetary 
device, and constantly postpomng the time when the deflationary 
program should have brought about equilibrium in the balance of 
payments The origmal introduction of exchange control by Ger- 

1 Gf m this sense also Thomas Balogh, ‘The National Economy of 
Germany,” Economic Journal, Vol 48 (September, 1938), p 480 

2 Alexander Bentheim, “Devisenbilanz, Autarkie, und Schuldendienst,” 
Der Deutsche Okonomist, Vol 50, No 14 (April S, 1932), pp 441^443 

3 Iran and Portugal had control systems even before the crisis of 1931 
During the balance of the year there were added Angola, Argentina, Austria, 
Bolivia, Brazil, Bulgaria, Chile, Czechoslovakia, Denmark, Esthonia, Ger 
many, Greece, Hungary, Iceland, Jugoslavia, Latvia, Nicaragua, and Uruguay 
Cf Die Wahrungen der Welt, published by the Economic Division of the 
Dresdner Bank (Dresden, no date) 
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many undoubtedly precipitated and in many nLce=J-‘itated 
similar action by neighboiing staters but ome the controls had 
become established^ theie foilo\\ed a period m ^hich German;} 
suffered more by foieign efforts at autaik^ than foreign rountiit^s 
did by her contiol sjstem 

These difficulties, t^hich obtruded m the shrinkage of exports 
and the rapidly appi caching extinction of the export surplus, led 
to grave misgivings within German}- as to the ultimate suece-s of 
deflation under co\er of exchange control as a method of secuung 
pnee equilibrium with foiugn countnes, and they eneouraged 
resort to devices not fundamentally compatible vith such a cour'ae 
The clearing agreements, to vhieh resort was had m the Spang of 
1932, afforded export outlets independently of Germany s compiet- 
mg the program of adjustment thiough deflation Furthermore, 
the device of concealed devaluation through export •subsidy pre- 
sented itself m a beguihng fashion which may ha\e appeared to 
involve no costs From the middle of 1932, the Reichsbank began 
to grant pei mission to exporters, on condition that it be proxen that 
the particular export sale was ^‘additional, ^i e , impossible without 
this concession, to pm chase German bonds at the low foreign \ alues, 
and with the profits made from resale in Germany to coxei the 
losses of quoting the export good at international competitive 
prices 

Heusei has taken the position that this dexice caused the 
foreign bondholder to beai the costs of export subsidy^ Ir^hile 
this statement is not necessarily wrong, it may easily be misleading 
Ail that IS known beyond peradx^entme is (1) that exchange con- 
trol imposed windfall losses upon foreign bondholders, (2) that 
anyone in Geiman}^ repatnatmg these bonds made a windfall 
profit, and (3) that the government turned ceitam sums oxer to 
exporters to enable them to meet competitixe pnee^ on world 
maikets To say that the export “subsidy^’’ was borne by the for- 
eign bondholder implies a real linking of the third step with the 
first, via the second But such a linking is by no means necessauj 
It would be appaient for one thing that, if the German goxern- 
ment had resolved to aid exports in all e\entfe, lepatnation profits 

1 Heinnch Heuser, ^The German Method of Combined Debt-Liqmda- 
tion and Export Stimulation,” Bevieiv of Economic Studies, \ol 1, pp 
210-217 

2 ^ ^Subsidy” is figurative onl},if tbe aid meiel} offset the Mark over- 
valuation 
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01 none, the linking of such repatiiation profits as were realized 
with the 'Subsidy'' would be purely arbitrary, since the windfall 
might as legitimately be taken as the source of any other apphca- 
tion of national income Furthermoie, the windfall losses to foreign 
bondholders did not necessanly lead to windfall gams to Germans, 
foi the Geiman government might have endeavored to suppress 
repatriations altogether in older to reheve the balance of payments 
fiom pressure exerted by this capital export Consequently, neither 
the link between the third and second, nor between the second and 
first were necessaiy To establish a connection between the third 
and first it is requisite to show that, in actual fact, both links held 
in the first place that, without repatriation profits, exports would 
not have been subsidized, and in the second place, that had it not 
been for the possibihty of commandeenng these profits for export- 
ers, repatriation would not have been permitted To make either 
assertion would be precarious, and by the same token the asciip- 
tion of the cost of expoit subsidy to foreign bondholder is also 
precarious ^ 

The promotion of exports thiough earmarking repatriation 
wundfalls for this purpose represented a concession to the idea of 
devaluation, which in itself might be regaided as a prelude to 
abolishing exchange contiol Moieover the repurchase of German 
bonds impioved their foreign prices, and this tended to remove 
one obstacle to the flotation of a German stabilization loan and the 
lifting of exchange control Up to January, 1933, these prices 
improved very considerably — from 100 per cent to 150 per cent 
— over their level of May, 1932, in the various foreign financial 
centeis ^ Even the political events of January, 1933, while adversely 
affecting German securities in all markets, did not degrade them to 
their character of non-valeurs of May, 1932 During 1932 the 
Reichsbank began also a pohey of encouraging the exchange of 
German-owned foreign bonds for foreign-owned Geiman bonds, 

1 Just how perilous such conclusions are is well illustrated by Hansen^s 
quite divergent observation on a similar procedure “The American tourists 
have thus in fact been subsidized by other Americans who held non-transfer- 
able funds m Germany “ Of Alvm Hansen, Full Recovery or Stagnation 
(New York, 1938), p 204 

2 The German six per cent bonds rose over the indicated period from 21 
per cent to 58 per cent of par m New York, from 32 per cent to 69 per cent m 
Amsterdam, from 30 per cent to 73 per cent in London, from 33 per cent to 
69 per cent m Zurich Cf V z K , Vol 7, No 4, Part A, p 112 
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a resulting favorable effect on the balance of payments ^ 
Although these poheies vorked m a direction ia\orable to the 
relaxation of exchange control, thi& effect lemained puieiy theoret- 
ical Actual developments took the oppoate comse 

The year 1932 vas one of svift political change Becau^'e of 
factors largely outside Germany, deflation did not produce any 
tangible improvement , on the contiary, whether rightly or Tvrongly, 
it was held to be responsible for the fuither increase in unemploy- 
ment The Brunmg government was, of course, unpopular with 
wage earners and the salaned classes, but it found also that neither 
big industry nor the landed (Junker) interests afforded the antici- 
pated support German agnculture, tiaditionaliy protection^t, 
could scaicely be content with a program oriented tow aid ree^tab- 
hshing international finance and trade, and German indu’^^try, 
traditionally free-tiade in sentiment, showed an increasing interest 
m the nndst of the exporting crisis in autarkic measuies Further- 
more, the situation seemed favorable to the industrialists for a 
decisive tnal of strength with the labor umons, resulting in the 
elumnation of collective bargaining and a further general reduction 
in wages The combined attack of these disaffected groups suc- 
ceeded in May in ovei throwing Brumng, who was succeeded by 
von Papen as prime minister While the new government could not 
entertain the idea of a complete reversal of economic policy, as 
long as the reparation problem contmued imsolved, the restiveness 
of the populace — exemplified by three general elections m the 
course of 1932 — precluded a mere prolongmg of existing poheies 

Not until the end of the summer did the new gov^emment 
announce its program Devaluation and autarky were both dis- 
avowed But it was acknowledged that the “basis of food supply” 
should be secured wuthm the country, and this imphcit recognition 
of agricultural autarky led within a few weeks to the enactment of 
new agricultural import quotas The most significant of von 
Papen^s measures, however, woiked tow aid an almost impel cepti- 
ble, but nevertheless real, tmmng away fiom deflation Deflation- 
ary and reflationary forces W’^ere m fact commingled, but there was 
a shift m the latter direction Fear of adveise reaction upon the 

1 The sale of $300 worth of Liberty Bonds bearing 3 J 1 per cent interest 
meant a loss of $10 50 in interest, with these proceeds there could be purchased 
German bonds with a nominal value of $1,000, which at 9 per cent interest 
meant $90 gained, thus a net saving of $79 50 annually on the balance of 
payments was affected Of Economist, Vol 115, No 4,657, p 971 
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Reichsmark limited expenditures planned foi public works to the 
relatively modest amount of 135,000,000 Reichsmarks Chief reli- 
ance was theiefore put upon certam innovations introduced^ by 
the decrees of September 4, 1932 — the issuance of tax certificates, 
the granting of subsidies to firms employing additional laborers, 
and the provision for reducing vage lates m conjunction with 
spieadmg the work to include new hands The tax ceitificates, 
which were expected to aggregate a billion and a half Reichsmarks 
weie to be issued to payers of certam taxes, and were to be accepted 
m payment of all federal taxes to the limit of one-fifth over the 
period 1934-1938 An additional 700,000,000 Reichsmarks of cer- 
tificates were to be disbursed as premia to firms at the rate of 100 
Reichsmarks quarteily for each genmnely new employee Wage 
reductions from 10 to 50 per cent on the thirty-fir&t to the fortieth 
hour per week were authorized on a graduated scale depending 
on the number of additional workers employed According to the 
results of Poole’s thorough investigation,- the von Papen tax cer- 
tificates, which could be rediscounted at the Reichsbank and thus 
could supply additional funds, actually went largely to liqmdatmg 
existing debts But this clearmg aw^ay of mdebtedness paved the 
way to extensions of production, as Poole maintains, and the ensu- 
ing programs of positive credit expansion also encountered less 
psychological lesistance Had it been possible to proceed to a 
frank devaluation of the mark at the same time, the door to inter- 
national equihbnum would still have remamed open 

Von Schleicher’s government, coming into power early m 
December, pursued essentially the same pohcies as von Papen As 
a last attempt to resist the National Socialist party, the govern- 
ment tiled to come to teims with the labor unions and even offered 
then leader a place in the cabinet Because of their unequal bene- 
fits as between firms, the wage-reduction premia paid in tax cer- 
tificates were abandoned, and the additional-employee premia also 
fell into desuetude But the Urgency (Sofort) Program mitiated 
by Gereke under the Schleichei regime contemplated a pubhc 
works program of 500,000,000 Reichsmarks and undoubtedly rep- 
resented an intensification of the von Papen refiationary policy 

The advent to power of Hitler on January 30, 1933, greatly 

1 1931 I Reichsgesetzblatt, pp 425-435 

2 Kenyon E Poole, German Financial Policies 1932-1939 (Cambridge, 
Mass , 1939), pp 16-73 
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mc 2 eased the dme tOT^aid full employment thiough piibhc \\orks 
and credit expansion The Fust Reinhardt Piogiam, introduced 
as part of the Fii^t Four- Year Plan on June 2, pro%uded for the 
expenditure of a biihon Reichsmarks for hou'^e lepaixs, load build- 
ing, subuiban housing colonies: mral settlements, and t\aterT\ays ^ 
Some^ hat later a scheme for automobile highw ay constiuction out- 
lined the spending of the exoibitant total of thiee and a halt billion 
Reichsmaiks Both schemes tv ere to be financed by" work-creation 
bills diawn by piivate contractors, di‘-counted by banks, and redis- 
countable at the Reichsbank — a system whith contraToned if not 
the letter at least the intent of the Reichsbank statute prohilnting 
rediscount and open-market dealmgs m go\einmcnt obligations- 
The Second Reinhardt Progiam of September appropriated a half 
billion Reich'^marks for house repairs alone, and added 560,000,000 
Reichsmaiks for plant extensions by the postal and railway author- 
ities Tax exemptions on work-creating undertakings were intro- 
duced, and tax certificates up to the termination of the practice 
ill June, 1933, were i^^sued to 952,000,000 Reichsmarks 

With the adoption of these plans a course was being pursued 
quite counter to the lestoration of puce and co^t equilibrium wnth 
foreign countries? The distance from equilibrium was soon to 
assume a magnitude which no deflationary policy could conceivably 
eliminate There remained as alternate es only an open de\ alua- 
tion or devaluation concealed beneath exchange control, and m the 
latter event, exchange control would become a peimanent feature 
of the economy 


On the Road to Biiaterxlism in Trade 

^^Economic pohcy,’^ so-called, seldom represents anything as 
rational, predetermined, and consistent as the term might con- 
note The metamorphosis in Germany from deflation to a make- 
work expansion of credit appears as a senes of merely expedient 
measures gradually prolonged into a general course of action The 
central tendency of 1933 ne\eitheless repiesented national autono- 
mous action, the peipetuation of price and cost disequilibrium 
TVith foreign countries, and implicitly the acceptance of exchange 

1 Of C W GuiUebaud, The Economic Recovery of Germany (London, 
1939), pp 38-43 

2 Cf Poole, op cit , p 103 ff 
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contiol, not only as it stood, but even m moie intense form Even 
such a country as Austria aftei 1933, mamtaimng the second type 
of contiol identified above, found it necessary to continue a full 
complement of clearing agreements and to cany on a good deal of 
local interference m ordei to guard against capital flight This was 
the case despite the conformity of the Schilling rate with its 
equilibrium level But even before Februaiy, 1933, Geimany 
belonged to the fourth categoiy of control the mark was over- 
valued not merely by leason of excessive capital exports, which in 
isolation would have brought her into the third category of 
exchange control, but also by reason of her lagging deflation rela- 
tively to other countries The overvaluation of the monetary unit 
added fire to the flames of evasion and necessitated a still more 
strict control, but ovei valuation also created an inevitable penalty 
upon exports and encouiagement to imports, and the adverse 
movement m the balance of trade led with equal inevitability to 
the imposition of clearings, eithei by the control country m self- 
defense or by the trade (ci editor) partner When, finally, mter- 
national price and exchange-rate equihbnum was relegated to 
obscunty wnth advent of the Hitler regime, foreign trade would 
have shrunk to a quanhte neghgeable had not concealed devalua- 
tions been introduced — requiring in themselves tremendous 
additions to the control apparatus — or had not, sometimes in 
conjunction with mcomplete devaluation, clearmgs and compensa- 
tion been maintained and extended 

It IS not to be supposed that a quanUU neghgeable of foreign 
trade represented the goal of exchange control m totahtanan 
Germany before the present war ^‘Autarchy” rather than 
•^^autarky,” m the language of Professor Fisher,^ was the end 
actually striven for — not absolute economic self-sufficiency 
within the German borders, but the creation of an international 
self-sufficient umt, dommated by the needs and aims of the Ger- 
man economy as conceived by its ^leaders Nevertheless, 
autarkic tendencies played an unpoitant rdle, not only because 
national self-sufficiency was an ideal of the rulmg party embodied 
in the Second Four- Year Plan, but also because of the repercussions 
of exchange control itself and the workmgs of the so-called ^^active 

1 Cf pp 3-6 above 

2 A G B Fisher, Bconoimc Self-Sufficiency (Oxford, 1939), pp 4, 17 
Cf also Economic Journal, Vol 49 (March, 1939), pp 177-178 
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economic policy” (altiie KojijunJ iuipohiil)^ Since thi=i polic}^ 
rented upon credit expansion "v^nthout much regard to foreign 
pnce developments and ‘^mce furthermore the old pa’i^y of the 
Mark ^ as adhered to or only incompletely off-et by ad hoc de\ alua- 
tions, the restiiction upon exports, a^-^d in the long run upon 
imports, forced a measure of “autarky” as the co^t oi “autarchy ” 

To ser^e as the fulcrum of the gradually emerging “actne 
economic policy,” exchange control had piecemeal to be recon- 
structed and extended But just as the turn from deflation to 
credit expansion lequired a certain inteual (the nine months co\- 
ered by the Papen and Schleicher goveinments), the subjugation 
of foreign trade to economic policy could not be compas<?ed 
immediately Remnants of the old hberal ’system could still be 
disceined, though with increasing difliculty, as late as the summer 
of 1934 The tvo sections which follow deal with the transitional 
phase of German exchange control from the beginning of the 
National Sociahst state to the complete doimnance of “active 
economic pohey” m the Moratorium of July, 1934, and SchaehPs 
“New Plan” of September, 1934 

A Germany's Foreign Trade and Foreign Indebtedness under the 

Influence of the Active Economic Policy 1983-1934 

The notorious pover of an overvalued currency unit to retaid 
exports and accelerate imports made itself felt as soon as exchange 
control was well established in Germany Under the influence of 
depression and the whole nexus of barriers to tiade and payments, 
both exports and imports dwmdled, but exports fell off faster 
Having reached its peak m the capital-flight year of 1931 at 
2,872,000,000 Reichsmarks, the favorable balance of trade dimin- 
ished to 1,072,000,000 Reichsmarks in 1932, to 667,000,000 Reichs- 
marks m 1933, and gave place to an import surplus in 1934 But 
the effect of the artificial Mark parity comes into still clearer relief 
if we follow the comse of the volume rather than the value of 
trade By expressing exports and imports in these years in terms 
of the prices of 1929, we arnve at an approximation of changes 

1 The interconnection of German exchange control and the “active 
economic policy” has been set forth in an illuminating fashion in Dr Fritz; 
Meyer's report to the International Studies Conference subsequently pub- 
lished in the Weltwirtschaftliches Archiv, Vol 49, No 1 (May, 1939), pp 
415-472 Other features of this report will be commented upon less favorably 
m a later connection 
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Fiq 21 * * For data and sources;, see p 392 below 
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aside from those of pricCj i e m trade volume ^ These figure^ shoT^ 
thatj had pnces remained unchanged, the export surplus would 
ha%e been confined to 1930 and 1931, by 1932 there ^ould ha\e 
been an import suiplus of 1,410,000,000 Reichsmarks by 1933, 
1,740,000,000 Reichsmaiks, and by 1932, 3,050 000,000 Reichs- 
marks 

That the actual export surpluses ^ere much larger and lasted 
longer than the surplu'^es at 1929 pnce^^ is a circumstance for \\ hich 
Germany could thank a fa\ orable turn in her terms of trade due to 
the •svell“kno\\n fact that during depre‘=;sion^ the pnces of raw 
matenals dechne faster than the pnces of mdu<=itndl products - In 
other 'vtords, the advantageous development of the underlying 
terms of trade for Germany served to counteract to a sinking 
degree the adverse effect of the overvalued Mark m international 
trade Gmllebaud puts the accomph^hments of the National 
Socialist regime in the econonuc sphere m an unduly favorable 
hght by mentiomng only the detenoration of German terms of 
trade after 1932 ^ the great extension of employment surmounted 
even this obstacle Actually, as the followmg figures shov\, the 
terms of trade for Germany remained far above their pre-depression 


The Terms of International Trade, 1929-1938* 
(1929 ==100) 



England 

Germany 

1929 

100 0 

100 0 

1930 

106 1 

108 2 

1931 

115 7 

123 8 

1932 

115 5 

144 4 

1933 

119 9 

142 8 

1934 

118 8 

135 9 

1935 

115 3 

126 3 

1936 

112 6 

122 0 

1937 

108 0 

117 6 

1938 

1147 

12S8 


* Computed from data m Len-gue of Nations Reviei^ of World Trade 1937 (Geneva 
1938) pp 86-88 


1 Cf Figure 21 and the statistics on p 392, below 

2 This may rest, as Harrod beheves, upon an imderljing secular tend- 
ency for demand for agncultural products to shrink relativeh to more highly 
fabricated goods, and the intensification of this secular tendency by cy chcal 
depression Cf R F Harrod, International Economics, revised ed (Cam- 
bridge, 1939), pp 52-54 

3 Gmllebaud, op cit , pp 62 100, 106, 149 
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level throughout the whole course of depiession and recoveiy, 
despite the downward dnft in recovery years Not only did the 
behavior of industnal relative to agncultural pnces redound to 
Gei many’s benefit, but so far as concerns the terms of trade, the 
maintenance of the Maik panty also operated in this direction 
Indeed, it may be stated quite summarily that, aside from the pre* 
vention of a flight from the currency, the chief motive of holding a 
monetaiy standard at an artificially high level is the securing of 
moie favorable terms of trade than would be realized if the 
exchange rate fell to its eqmhbrium level Compare the German 
terms with those of England, where the currency unit was devalued 
The exports of both countries are preponderately industrial, and 
yet Germany through the high Mark rate enjoyed by far the gi eater 
advantage in teims of trade 

Whereas the gam through the artificial Mark entailed its cost 
in a drag upon export capacity, the advantage secured through 
the industry-agriculture price relationship lepresented a net gam 
The latter fact rendeied exchange control more tolerable, and 
permitted the continuance of allocating devisen by quotas without 
direct interference with imports Throughout the year and a half 
from May, 1932, to Febiuaiy, 1934, the monthly quota was kept 
at 50 per cent of imports as of the base period June, 1930 to July, 
1931, and since average monthly imports amounted to 58 per cent 
on approximately the same base,^ the unsatisfied margm of demand 
foi devisen does not appear to be laige Of course, the parallel 
movement of imports with the quotas was undoubtedly partly a 
consequence of the quotas themselves But, on the other hand, 
foreign exporters showed their wilhngness to submit to substantial 
delays in pa 3 mient, and this additional fact warrants the conclusion 
that, all in all, German importers of raw matenals felt, but did not 
find intolerable, the pmch of exchange control ^ 

Because of the undeilymg deflation under Brumng, the favored 
position of a countiy with industrial expoits, and the profits upon 
bond repatiiations, Geimany’s favorable balance of trade was 
sufficient to permit fairly substantial repayments on the shoit-teim 
foreign debts, and foreign devaluations made large contributions 
The origmal Standstill agreement of Septembei, 1931, embraced 

1 October, 1930 to September, 1931 Cf V z K , Vol 9, No 3, Part A, 

p 97 

2 Werner Fischer, Deviaencleanng, No 5 m Schriftenreihe zum Devisen- 
archiv (Berlin, 1937), p 23 
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6.300.000. 000 Reichsmarks, the reduction to 5,000,000 000 Reiches'" 
marks at the Second Standstiil m February, 1932, was mainly due 
to steiling devaluation but the further reduction to 4 100,000,000 
Reichsmarlvs at the Third Standstill m FeDruary 1933 represented 
for the most pait actual tiamfers the time the next Stand- 
still, in IMarch, 1934 the sum had been reduced hy 1 500,000,000 
Reichsmarks, of which dollai devaluation aecount^d for 475,- 
000,000 Reichsmarks ^ Paralleling the marked i eduction of Stand- 
still debts, other short-teim foreign debt categoric- dwindled by 
repayments and devaluations The decrea-e of long-teim debt-j 
was much smaller and was almost entirely a^cubable to foieign 
curiency devaluations^ Bond repatriation^^?, while aiding the 
current balance of ti ade through the diver-^lon of profit into expoit 
subsidy, did not bulk large relatnely to the total of long-term 
indebtedness ® But mteiest payments of 1,500,000,000 Reich^maiks 
were made duimg 1931, and an equal amount was paid over the 
tv\o years 1932 and 1933, aside from sen ice upon the Dawes and 
Young Loans, which bi ought the total for these two years to 

2.000. 000.000 Reichsmark'- ^ 

The situation m the summer of 1933 reprc'-ented the crucial 
defile in the history of German exchange control, for then if ever 
there w^ere elements favorable to the gradual relaxation of the 
system, had the government desired it Immediate abandonment 
would undoubtedly have been unwise in view^ of sev^eral circum- 
stances Dollar devaluation was m progress, and no one could 
foresee its ultimate effects m the international monetary situation 
Economic recovery had begun m England and the Scandinavian 
countries, but another year had to elapse before it became apparent 
that the bottom had alieady been touched for Western Europe 
and Ameuca as a whole Within Geimany pohtical tension 

1 VzK , Vol 9, No 3, Part p 96 

2 Thas the deciease from 10,300,000,000 to 7,400,000,000 Reichsmarks 
from February to September, 1933, was produced b> dollar devaluation 

3 Of League of Nations, Balances of Pajments 1937 (Genev i, 1938), 
p 110 Between November, 1931, ind Nov^ember, 1933, repatri itions 
amounted, according to the German authorities, to 781,000,000 Reichsmarks, 
and “additionar’ exports to 549,000,000 Reichsmarks, cf Economist, Vol 
118, No 4721, p 34S The hesitancy of the authorities to reveal the extent of 
repatriations establishes a presumption for a somevvhat higher figure, cf Hams, 
op cit , p 58 

4 League of Nations, Balances of Payments 1937, loc cit , and *‘Die 
Deutsche Zahlungsbiianz der Jahre 1924 bis 1933,' Sonderhefte zu Wirt- 
sebaft und Statistik, No 14 (Berlm, 1934), p 20 
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remained high, the favorable balance of trade continued to shnnk, 
and gold and de\asen reserves of the Reiehsbank fell from 1,100,- 
000,000 Reichsmarks at the beginning of 1932 to 303,000,000 m 
June, 1933 And finally, the gap between the official and equihb- 
num \alues of the Maik was appalhng ^ On the other hand, as we 
ha\ e just seen, the service and amortization of foreign debts pro- 
ceeded satisfactorily, and a marked improvement of the short-term 
debt situation, in particular, removed much of the psychological 
pressure which had accounted for the onginal introduction of 
exchange control Capital flight was reduced to tolerable propor- 
tions, and illegal deahngs in Marks at black market rates were 
being effectively suppiessed In short, exchange control during the 
first two years could be regarded, even by a liberal economist, as 
reasonably satisfactoiy ^ Fmally, the impact of sterhng deprecia- 
tion had been got over, and signs were not lacking of an approach 
to the end of cyclical depression In a similar world KonjunUur^ 
and with far less prospects than Geimany^s to induce a general 
movement in this direction, Austria had by the summer of 1933 
already taken such decisive steps toward the hberation of inter- 
national pa 3 mients as to insure the eventual disappearance of 
exchange control, save for certam precautions against capital flight 
This difference did of course exist, that Austiia had followed a 
generally deflationary course, whereas since the autumn of 1932 
German monetary policy had turned by gradual degiees to a 
reflationary basis But the quantitative difference over a year could 
have been absorbed into a somewhat larger devaluation of the Mark 

To progress toward restoring free international payments, 
Germany would need to gauge the tempo of the akhve Konjunk- 
turpohhk to international developments, but the preservation of an 
open and stable currency after devaluation vould not necessarily 
involve a sui render of the expansiomst work-cieation program 
Pohcies of this soit were being set afoot in othei countries (outside 
the gold bloc), and m view of the later success of the National 
Sociahst regime in foicing new credit and savings into investment 
and in avoiding conspicuously adverse price developments,® there 

1 The extent of the overvaluation of the Mark is the subject of investiga- 
tion at a later juncture, cf pp 235-242, below 

2 Gottfried Haberler, The Theory of International Trade (London, 
1936), p 86 

3 There appears to be a consensus amongst Balogh, GuiUebaud, and 
Poole, in monographs already cited, upon these points 
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seems to be good lea'^on for supposing that the rate of expansion 
m Germany could ha\e kept abiea^^t and vnth the formidable 
totalitanan apparatus might e\ en have exceeded the pare of other 
countries To a\oid a shock to pubhc confidence; de\aluation 
might '^ell ha\e folIoi;^ed the cautions and half -concealed course 
taken by Austria vith i expect to the Schilhng, and thereafter the 
foremg of expansion Tvould ha%e to be Tvatched at every junctuie 
for untov\ard pnee dev elopment^j, particulaily in the segment of 
internationally traded commodities 

To assess the leasons leading to the i ejection of thi'^ coui^e 
not easy, Mnce they ivere apparently rompounded of more and 
less rational conbiderations In the first place, it v\a^ impo'-^'ible to 
know m advance whether the powei« of the state would be equal 
to carrying thiough a large-scale expansion of credit and produc- 
tion without considerable price inflation Exchange contiol would 
conceal — at least partly — an un^^uccessful outcome of this char- 
acter If diiect price control and diversion of demand into pro- 
ducers' goods did not succeed completely the maintenance of a 
new and open curiency would be conditioned by foreign recovery, 
and the National Socialist regime could not brook ev^en this poten- 
tial limitation Furthermore, the existmg control over foreign 
exchange represented a powerful mstrument in the hands of the 
regime, both m the domestic economy and m international political 
and economic relations The state made itself appear indispensable 
to prevent the Maik fiom collapsing Capital movements could 
be regulated to suit the current exigencies, and the chaiacter of 
exports and impoits could be pre‘=:cnbed in detail to serve the ends 
of the state The dispensation of authority regaiding supplies 
of essential raw matenals presented itself as a convenient channel 
for rendering producers tractable m all matters Finallj^ , the weapon 
of clearmg and compensation could be turned against Germany's 
uncooperative neighbois and in favoi of hei allies Against all of 
these potential gains, the advantages of the international division 
of labor and financial cooperation probably seemed uncertain 
And it w^as even a pioud pait of the National Socialist philosophy 
to flout such aims as belonging to the monbund ideology of 
democracy 

Schacht did not tire of repeating the truth that Germany's 
ability to pay her debts depended upon her favorable balance of 
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trade ^ While theie was undoubtedly some justification for his 
thundeiings against the creditor countiies for then indisposition 
to import more heavily from Germany, this cannot conceal the 
fact that the '^active economic pohcy^' bemg eaiiied out under the 
contmued cover of exchange contiol actually prevented any sub- 
stantial suiplus of expoits and the contmuation of foreign debt 
seivice and lepayments Under the existing oveivaluation of the 
Mark, the favoiable balance of tiade had shiunk from 2,872,- 
000,000 to 667,000,000 Riechsmarks fiom 1931 to 1933 It may 
be assumed lather safely that the government and Reichsbank 
watched the dwindlmg gold reserves with equamnaity, as this 
provided the necessary pretext foi unilateral action in reducing 
the foieign debt service 

This action came on June 9, 1933, in a law which created the 
so-called Conveision Office and pioclaimed a tiansfer moratorium 
foi long- and medium-term debts Foi all such debts m foreign 
currencies, the service was to be paid mto the Conversion Office, 
exception bemg made foi the Standstill debts The creditor coun- 
tries promptly letahated by threatemng to impose compulsory 
clearings and theieby forced a compromise Interest and amortiza- 
tion on the Dawes Loan and interest on the Young Loan were to 
be transferred in full, other coupons and revenues were to be 
transferred to 50 per cent at a rate of mteiest not to exceed four 
per cent, and for the lemaming 50 per cent, mterest-bearmg scrip 
was to be issued, finally, Maik payments for amortization weie to 
be blocked Maiks, applicable to investment within Germany 
Prom October 1, 1933, dealings in scrip and registered Mailcs were 
centralized in the Golddiskontbank Since scnp was bought by its 
agent-banks at 50 per cent of face value, the piocedure transferred 
effectively in devisen 76 per cent of the interest The re-purchasmg 
banks sold scnp to the Golddiskontbank at 523^ per cent of face 
value, and the Golddiskontbank put the scnp at the disposal of 
exporters at 55 pei cent What the expoiter m turn could reahze 

. , .t r 7 loss from exportXWO 

was computed on the formula , amounting 

discount on scnp 

at that time to 10'~20 per cent of the invoices ^ 

1 As, for example, in his address to the International Agricultural 
CoDference at Bad Eilsen, August, 1934 

2 Department of Overseas Trade, Economic Conditions in Germany, 
June, 1934 (London, 1934), p 37, of also League of Nations, World Economic 
Survey 1933-1934 (Geneva, 1934), p 206 
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The mgeinou'5 ty'^tem hy v^hich repd^incnt profits turned 
into an expoit «!timulant ^as one of the fii^t instance- of direct 
interference ^ith foreign trade, foi othei e\change-'Controi measuies 
had pertained only to payments, ^hieh of course affect trade, but 
only indirectly To obtam the benefit of ^ciip profit-- the exporter 
had to pro\e that the expoit tv as 'additional ” This concept of 
"additionaP^ exports was destined to become one of the main 
pillars in the structme of contiolled trade Somewhat paiadoxi- 
cally, the increase of "additional'^ expoit:^ attended a steady decline 
m total \olume of exports, according to offieial estimates, 'addi- 
tional" exports amounted to 100,000,000 ReichMiiark'- m 1932, 

700.000. 000 Reichsmaiks m 1933, and 1,250,000,000 Reichsmarks 
m 1934, while the total exports at the-e ^ear^ aggregated to 

5.739.000. 000, 4,871,000,000, and 4,167,000,000 Reich:=marks 
From less than two per cent m 1932, "additional" exports 
increased to 14 per cent of total exports in 1933 ^ 

Inasmuch as "additional" exports mQjy be regarded as result- 
ing from an offset to the o\ en^aluation of the Mark, and =!ince such 
an offset was necessary for most exports, virtually all exports could 
be regarded as "additional" under the formal definition of the term 
For practical purposes, howe\er, several tests weie applied An 
expoit was recogmzed as "additional" when the foieigii purchasei 
demanded that he be allowed to apply a ceitain amount of frozen 
Marks, owned by himself or someone whom he represented, to the 
payment of the bill When it could be show n that the foreign prices 
were lower than the German pnee, or when the export was impossi- 
ble without the aid of the scrip bonus, the export was considered 
"additional " Frequently the exportei was required to prove that 
his exports would be made higher absolutely than they had been 
in the particulai category during the pieceding year As to the 
first tests mentioned, only exports m which Geimany’s compaia- 
tive advantage was veiy great would, under the existing ovei valua- 
tion of the Maik, fail to be clas'^ified as "additional" on any lealistic 
basis As for the last entenon, the shiftmg of exports from one 
firm's name to another through a profitable collusion, oi the artifi- 
cial concentration of expoits m a shorter than usual period, would 
make them conform to the test without then being genuinely 
additional Huhle says with complete justice that "despite the 
definitions, 'additional exports' defy all attempts at clarification of 

1 Department of Overseas Trade, loc cit , p 36 
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the concept In any event, the “additional'^ exports involved a 
pioeeduie which entailed far-reaching ojfficial supervision of the 
whole export tiade, and the veiy looseness of the concept pioved to 
be an easy device for favoimg certain expoiters and discriminating 
against others 

The inadequacy of “additional" expoits to overcome the 
handicap of the overvalued Mark led to the peculiar phenomenon 
of attempts to supplement the profit motive by energetic appeals 
to the German people's “will to export This mruption of 
Nietzschean metaphysics should be noted, for it became charac- 
teristic of the German economy aftei Febiuary, 1933 

The compromise with fozeign creditors after the June 9 trans- 
fer moiatonum was altered shortly afterwaid with respect to 
Switzerland and Holland Because of then excess of impoits from 
Germany and their debtor position on cm rent account, these 
countnes succeeded m their insistence upon full payment on inter- 
est coupons out of the pioceeds of German “additional" exports 
Furthermore, certain of then own expoits to Geimany and the 
German touiist traffic weie to be paid for in the same way, piovid- 
mg an automatic expansion of their receipts as “additional" 
exports weie fostered The connections between Germany's solu- 
tion of the debt problem and tiade bilateralism came through such 
channels to be moie and more intimate 

In December, 1933, Germany reduced the debt service m free 
exchange from 50 per cent to 30 per cent Protests of the creditors, 
who stressed a recent impiovement m Reichsbank reserves,^ led to 
the purchase of scrip by the Golddiskontbank at 67 per cent mstead 
of 50 pel cent, and this signified a payment of 76 9 per cent instead 
of 75 per cent of interest charges ^ But the fiist six months of 1934 
saw so heavy a fall m Reichsbank devisen reseives that they did 
not exceed 2 5 pei cent of the note cuculation The shrmkage was 
made more spectacular by the Bank itself, which hurriedly repaid 
certain loans Aftei futile discussions wnth creditor representatives 

1 Fritz Huhle, ^^Das Kompensationsgeschaft in Rahmen der deutschen 
Handelspolitik seit der Wirtschaftskrise,” Jahrbucher fur Nationalokonomie 
\md Statistik, Vol 145, p 199 

2 Of V z K , Vol 9, No 1, Part A, p 31 

3 As a result of a law against “economic treason,” about 120,000,000 
Reichsmarks m gold and devisen were surrendered by the public Gf Muller, 
op cit , p 260 

4 Muller, op cit , p 228 
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m the spring of 1934 the government proceeded on Jul> 1 a 
complete tran=;fer moiatonum, interest pa^mieiit^ thenceforth v\cie 
to be met by the issue of thiee per cent Funding Bond^ Piesident 
Schacht offeied a iength 3 apology for thi^ ^tep — the oi Ger- 
man colonies aftei the War, and trade difficulties^ c xu«ed bv 
quotas, and foreign dev aluatioiii, ^ He stre^ved GermaDy\ effoit'. 
to pay' her debts, but pa^^ed over m '>ileuce the fact that foreign 
devaluations and the profitable repatriation of bonds due to the 
imposition of exchange contiol accounted foi a '-ub-rantial put of 
the actually recorded reduction of debts 

B The German Clearings System and the Impasse of 193 i 

The final step taken by Germany m July, 1934 to make the 
Moratonum absolute encountered le«^s complacency on the part of 
creditors than had pieccdmg limitation^ on pay merits In England, 
Parliament hurnedly passed the '^Debt^ dealing Office and 
Import Restriction BilF^ and prov ided for a 20 per cent ad valorem 
duty on imports from Germany Fiance Holland, and Switzer- 
land likewise threatened with compulsory clearings, and since all 
of these countries, unlike the United States had unfavorable 
trade balances with Germany and consequently owed her on 
current account, they managed to secure the earmarking of part 
of the German export surplus for the debt service This develop- 
ment in the summer of 1934 led to the contention, which has become 
common m German W'litings on exchange control that Germany s 
creditors forced the system of clearmgs upon her Was this actually 
the case? 

The first clearing agreements w^ere concluded by Germany in 
the sprmg of 1932 As Fischer veiy propeih^ sayh, Germany 
considered these clearings to be the be^t av ailable solution of tw o 
problems (1) ^^How' is it possible foi Germany^ to thav^ out her 
frozen commercial credits in exchange-control countries'^ (2) How 
IS it possible for Geimany to maintain her favorable balance of 
trade with free-payments countries? - The cleanng system was 
already two years old before the Western European creditor 
nations threatened to impose Zwangsdcaring Previous to this 
mo\e, which forms the basis of the Geiman pose as the luckless 

1 Oaterreichischer Volkswirt, Vol 20 CJune 23, 1934), p 839 

2 Werner Fischer, Devisenclearing, p 19 
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victim of lapacious creditois/ Geimany had indeed entered mto 
clearing anangemeiits piovidmg debt-hquidation schedules m 
fa\oi of the western countiies, if the aoti\e force in this matter 
was the cieditois’ insistence on a certain amount of payment, it 
was nevertheless a subject of negotiation and voluntary agree- 
ment Where Germany herself occupied the position of creditor, as 
in her relations with Eastern European countries, she did not 
hesitate to in'=Ji3t upon amortization clauses m the clearmgs 

Indeed, the veiy first of Germany's dealing agieements had 
precisely this purpose “Agricultural countnes which became 
yevisen insolvent' should be given the oppoitunity to discharge 
then commercial debts gradually through mci easing then exports 
to Germany," it was maintained ^ The German-Hungarian clearing 
agreement of 1932 represents a rigorous imposition of bilateiahsm 
to secuie the release of Geiman credits tied up by a foreign 
exchange control It was exceptionally seveie upon contemporary 
standards — though not upon standaids which later came to be 
common — through its involving government mstead of central- 
bank legislation, and through its malang the clearing compulsory 
It furthermore imposed a dealing rate so unfavorable to Hungarian 
importers® that Germany's favoiable balance declmed from 11,000-, 
000 Eeichsmarks in 1932 to 3,900,000 Reichsmarks m 1933, and 
the Reichsbank felt compelled to make advances to exporters on 
the old commeicial debts, which it was the ostensible puipose 
of the clearmg to hquidate The high Mark rate had balked the 
effort 

In 1932 Germany concluded dealing agreements with other 
exchange-control countries such as Bulgaria, Esthonia, Greece, 
Jugoslavia, and Rumania These differed from the agreement with 
Hungaiy in that they were negotiated between the central banks 
and allowed transactions outside the clearing But then purpose 
was agaui to secure amortizations on Germany's behalf, and they 
provided no margm of payments foi her clearmg partners m free 
devisen 

Germany also instituted non-compulsory clearmgs durmg the 

1 Even one English writer seems to have capitulated to this view, cf 
Guiilebaud, op cit , p 66 

2 V z K , Vol 12, No 3 (N S ), p 315 

3 Cf Wahrung und Wirtschaft, February 1933, p 33 The pengo had 
depreciated by about 25 per cent, the Mark considerably less, but the clearmg 
rate was the old parity 
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second half of 1932 and the earh pait of 1933 with a number of 
Western European fiee-paynient countnefe The a\ot\ed purpose 
of these clearmgs ^as “to render po^-^ible additional exports and 
imports beyond the scope of the deti'=jen quota':?, but it difficult 
to reconcile this with the position taken bj the authoiities iii other 
connections that the det isen quotas wei e adequate, at lea^^t until the 
early months of 1934 ^ To be ^^ure, the allocation ‘-cbeme hid been 
amended subsequent^ to its mtioduction to a limit, not only 
upon the total foreign-exchange pm chaser foi each impoiter a 
percentage of his 1930-1931 requirement'^, but also upon the ^hire 
of this total which he could apply to impoit'. fiom induidual 
countnes Shifts in the channels of tiade might theiefore engender 
scarcities of devisen for imports from particular countrie^^, e\en if 
the total generally speaking were adequate But it seem^ probable 
also that clearmgs with non exchange-control countnes v,eie 
prompted, at least in part, by a growing pressure of imports on 
the quotas It was also said that a fear of foreign retaliations 
against German exchange control mo\ed German 3 ^ to imtiate 
cleanngs herself in order to be able to propose terms accf ptable to 
herself But against what could the supposed foreign retaliations 
be directed, if not to secure hquidation of important arrears? on 
current account accumulating because of the inadequacy of de\isen 
allocations'!^ Retahations to force payment on long-term debts 
could not have played a r61e before the transfer moratoiiiim of 
June, 1933 Even before the practice of direct quantitative inter- 
ference with imports was openly avowed in Schacht^s “New Plan,’' 
it undoubtedly existed m fact 

Agreements of the sort under consideration, usually called 
“Sw^edish Agreements” or “Swedish Payment-Agreements, had 
the common featuies that they established a cleanng procedure 
for trade m excess of amounts which the exchange-control country 
could carry on by means of devisen, and that they^ laid down a 

1 Belgxum-Luxemburg, Finland, France, Holland, Italy, Norway, 
Portugal, Spam, Sweden, and Switzerland, cf Fischer, op cit , p 24 

2 Fischer, op cit , p 21 

3 Cf pp 183-184 above 

4 The term ^^payment agreement” has come m the course of time to 
refer less commonly to arrangements of the “Swedish” type, and more com- 
monly to the centralization of all payments in go\emment offices m the 
partner countnes with the purpose of allocating export proceeds upon the 
basis of an agreement between the two countries, the settlement of balances 
bemg made, howexer, entirely m free devisen Cf p 15 abo\e 
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certain fixed ratio of exports and imports so as to provide a maigin 
out of which the exchange-control country discharged its debts 
The development of “Swedish Agreements'^ reveals two more or 
less distmct periods The first extends from then introduction to 
the late spring of 1933, durmg which time they worked satisfac- 
toiiiy, perhaps because they played no very important role Tem- 
poiary increases m Geiman imports were cared for through the 
dealing (or ^^Swedish”) account, and this lelieved the devisen 
allocations from mequalities m demand The second penod dates 
fiom the middle of 1933, when the popularity of “Swedish 
Agreements'^ mcreased tremendously, but developments which we 
must now examme proved that they were no solution of Germany’s 
difficulties with her foreign trade 

The second half-year 1933 and the fiist half-year 1934 wit- 
nessed a lapid growth m the disparity of German and foreign prices 
when calculated over the rate of exchange, as in Figure 20 (p 16) 
In April, 1933, the lowest point of depression m Germany was 
passed,^ and the effects of credit expansion became apparent m 
advances of the wholesale and sensitive price indices^ while prices 
abroad still contmued in general to declme Not only from this 
source but also from the contemporaiy devaluation of the dollai, 
the Mark came to a more pronounced ovez valuation, with an inten- 
sifying of the import piemium and export penalty Exchange control 
had to be tightened Travelleis had formerly been permitted an 
allowance of 200 Reichsmarks, but now were limited to 50 Reichs- 
marks, emigres had formerly been given disposition over 10,000 
Reichsmarks, but now weie cut to 2,000 Reichsmarks Importers’ 
devisen quotas fell to 45 per cent m March, 1934, and then by suc- 
cessive stages to 35 per cent m April, 25 per cent m May, 20 per 
cent m June, 10 per cent in July, and five per cent m August ® As 
early as June, furthermore, the Reichsbank Imuted its actual 
devisen allocations wathin the quota to its daily devisen receipts, 
as a result foreign selleis or Geiman importers were confronted with 
complete uncertamty as to when payment would be forthcoming 
The quotas had lost any practical importance and the last remnant 
of unregulated trade had disappeared 

1 League of Nations, World Economic Survey 1934-1935 (Geneva, 
1935), p 44 

2 Cf p 378 below 

3 Fritz Huhle, op cit , p 187 
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The German economic autliontie^ found thcni'^ehes faced 
^ith a rentable dilemma on the one hand, the o\er\aIued Mark 
by its indiscriminate encouiagemcnt to import^ had actually 
turned the laige expoit suiplu'^es of pieviou^ \eai- into an import 
surplus without i i^ible tv heretvithal foi payment , on the other hand, 
the mdustrial expan«=!ion program required an increa^^e of impoited 
raw materials for its nurtuie Against a 17 per cent advance of 
industrial production m 1934 oter 1931, impoit- had fallen m 
\ alue by one-thud If tve applj 1928 prices to the import figures to 
secure an approximation of changes in their tolunif, the decline 
over these years shanks to le^s than fi\e per cent, and th(ue is a 
further mitigation through the undoubted shift fiom lighter and 
more highly fabiicated goods to the heavier and cheapei raw 
materials ^ Even *^ 0 , if the olume of imports merely remained 
stationary, it would impose se\ere limits upon induced recoter;^ 
and the beginnmgs of re-armament 

The stiategy of the government m the^^e straits, which later 
became the lodestone of economic pohey, was to di\ ert purchasing 
power from consumers' goods mto capital goods, i e to limit con- 
sumption demand and deflect the expanding \ olume of money 
incomes into investment, and thus create emplojanent without 
much price inflation, at least in those segments where it would 
strike the pubhe's attention ^ The attack upon imports of con- 
sumers' goods was made mdirectly through limiting profits on 
sales to consumeis and directly through hmitmg imports Under 
the first method came a decree in April, 1934, forbidding higher 
prices upon raw materials in the textile and leather industries than 
had prevailed m March A general act on May 16 prohibited 
agi cements as to minimum prices, profit margins, and rebates on 
the “products of daily need", shortly afterwaid the prohibition 
was extended to all goods ^ To cope wuth the w ave of imports 
oriented toward consumption, the government placed textile raw- 
material imports under Control Boards (UbervLachiingsstellen) b;> 
the law of March 22, 1934, and later, wnth an eye to the u^e made 
of certain impoits, it established similar Boaid'^ foi non-ferrous 
metals, cowhides, and rubber This measure is notewoith 3 ^ as the 

1 V z K , Vol 8, No 3, Part A, p 182 

2 Cf Poole, op cit, pp 90, 117, 141, 161, 183, 234, Balogh, op cit , 
pp 470-473, 483-484, 491 

3 Reichskreditgesellschaft, Germany’s Economic Situation at the Turn 
of 1934-1935 (Berlin, 1935), p 36 
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fiist openly a\ owed qualitative interference with imports, since 
until this time exchange control ostensibly pei tamed merely to 
quantity of imports as a whole These measures decreased impoits 
of raw materials by 23 per cent m the penod April to August, ^ 
and produced repeicussions upon world markets, such as the five 
per cent fall in the puce of wool ^ 

The success of the government was short-lived, hovever For 
one thing, the reduction of devisen quotas pushed the bulk of 
trade with Western Europe into channels covered by “Swedish 
Agreements/' where imports were permitted in excess of amounts 
purchased with devisen Payments mto these accounts mounted 
quickly from 68,000,000 Reichsmaiks m March, to 93,000,000 
Reichsmarks m June, and 130,000,000 Reichsmarks in July, 1934 ^ 
The operation of free economic forces also brought about effective 
evasions of the prohibitions laid upon raw-material imports while 
cotton imports dropped, they were simply replaced by imports of 
yarn from England, and while raw-material impoits decreased 
from August to September by 21 per cent, imports of manufactured 
goods rose by 19 pei cent But it was chiefly the breach in Gei many's 
import barrieis thiough the “Swedish Agreements" which turned 
her balance of trade between 1933 and 1934 from active to 
passive, as shown in Figure 22 An attempt to pi event the abuse 
of these clearings for impoits actually oiiginatmg m other countries 
by reqmnng a certificate of origin (the so-called “Holland Clause") 
broke down under evasions The very countries which had usually 
accounted for Germany's strongest export balances showed the 
largest shrinkage Fiom a favorable balance of 667,000,000 Reichs- 
maiks m 1933, Germany experienced a turn to an unfavorable 
balance of 284,000,000 Reichsmarks m 1934, and of the total 

Gurman Trade with Countries under “Swedish Agreements^'* 

(m million Reichsmarks) 

German German German 

Imports Exports BaUnce 

1933 1,117 2 2,298 9 1,1817 

1934 1,266 6 1,978 5 711 9 

* Fischer op cit , pp 24r-26 

1 V z K , Vol 9, No 3, Part A, p 97 

2 League of Nations, World Economic Survey 1933-1934 (Geneva, 
1935), p 314 

3 V z K , loc cit , p 98 
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reduction of 951,000,000 Reichsmaiks in the balance, trade under 
^‘Swedish Agieements” accounted for a reduction of 470,000,000 
Reichsmaiks 

Other circumstances beside the “Swedish Agreements'^ con- 
tributed to this deterioration of Germany's trade balance It is 
scarcely to be supposed that the formalities attending each export 
operation could have had anything but a dampening influence, 
even if the sale was made to free-payment countries Moreover, 
foreign exporteis frequently disdained to avail themselves of the 
“Swedish" clearing accounts, and instead delivered goods on credit 
in the hope — later proven to be fatuous — that payment would 
shortly be made anyway The result was a mounting accumulation 
of sums owed to foreign countries in German clearmg accounts 
After the English-German clearing agreement went into effect on 
August 20, 1934, Butish expoiters betiayed a leluctance to utihze 
the payment mechanism, with the result that Sondermark accumu- 
lated in Berlin to the agieed hmit of 5,000,000 Reichsmarks, and 
mounted theieafter in a special interim account to treble this sum 
In August, 1934, exporters in Lancashire stopped sales to Germany 
completely By this time, German dealing debts amounted in 
total to 450,000,000 Reichsmarks, or half again the magnitude of 
her 1934 trade deficit ^ 

This accumulation of commercial debt 'pei se could scarcely 
have disturbed a government which shortly before had virtually 
defaulted upon a debt of 7,000,000,000 Reichsmarks But it did 
signalize an impasse for German trade Schacht expressed the 
matter thus “The accumulation of debts does not press upon us 
as far as concerns foreign exchange, but it is hkely to produce 
unfavorable psychological effects Amongst these “psychological 
effects" must be counted letahatoiy measures such as the decision 
of the Lancashiie cotton-textile exporters But the most disquiet- 
ing “psychological" factor was the simple calculus of relative prices, 
as may be seen in Figure 23 While German wholesale prices rose 
from 66 per cent to 73 per cent (1925-1927 = 100) and sensitive 
prices fiom 41 pei cent to 50 per cent dunng 1933 and 1934, Butish 
wholesale pnces in gold declined over the same yeais from 41 per 

1 Cf Bconoimst, Vol 119, p 880, ibid , Vol 133, p 487, League of 
Nations, World Economic Survey 1934-1935 (Geneva, 1935), p 22 

2 Ernst Wagemann, Zwischenbilanz der Knsenpolitik (Berlin, 1935), 

p 73 
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cent to 38 per cent, and French ^wholesale prices fell from 61 per 
cent to 55 per cent ^ 

The spread of bilateralism in German trade during 1933 and 
1934, mth which we have been concerned in this section, can by 
no means be represented as the consequence of the malevolence of 
Germany's creditors The fiist clearing agreement and all of those 
pertaining to Geimany^s relations with Eastern Europe were 
imposed by Germany in order to afford security to her own cieditor 
interests Compulsory cleanngs were not threatened by the west- 
ern creditor nations until Germany resorted to transfer moratorium 
It IS not to be gainsaid that the resort to import quotas, tariffs, and 
other protectionist devices had rendered Geimany’s lot as a debtor 
a hard one But the reduction of her debt by foreign devaluation, 
the adjustment of interest and amortization, and the repayments 
actually made, had gone far toward offsetting these handicaps by 
1933 The crucial determinant which fastened exchange control 
and bilateralism in trade upon the German economy was the 
“active economic pohcy ” If it be said that this was a heroic pro- 
gram to lift Germany out of the slough of depiession and unem- 
ployment, it must also be said that it delivered the coup de grace to 
Germany's reputation as the “well intentioned debtor," and to the 
prospect of Germany and most of her neighbors for resuming normal 
economic intercourse within the visible future 

1 The divergences of pnces were more stnkmg for agricultural commodi- 
ties, though the influence of exchange control was submerged m all sorts of 
protectiomst devices Prices in the following table are expressed in Reichs- 
marks per Edlogram, except for eggs, for which the basis is 100 by count, data 
from Reichskreditgesellschaft, Germany's Economic Development during the 
First Half of 1936, p 72 


Commodity 

Germany 

World 

Market 

Commodity 

Germany 

World 

Market 

Wheat 

20 55 

10 41 

Pigs 

96 00 

28 37 

Rye 

16 55 

6 58 

Butter 

260 00 

121 77 

Oats 

14 88 

5 29 

Lard 

181 00 

66 86 

Fodder 



Eggs 

1150 

4 97 

Barley 

15 45 

817 

(per 100) 



Maize 

15 50 

5 84 

Sugar 

44 00 

917 

(Plata) 






Cattle 

82 00 

23 87 




Gf also Economist, Vol 

120, p 14 
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Exchange Coktpol as a Totilit\biin 
A Schachfs ^^New Plan^^ and the Reorganization of Bilateral Trade 

(1) The Introduction of the Plan Altnough it \^ouid be 
impossible to regard the Schacht Plan as a new s> stem of exchange 
control, it did involve the geneial adaptation of the system both 
within German}, and in international pa} ments to the new order 
of completel}?' controlled trade Intricate technical details he 
somewhat afield of our interests, but we should examine the general 
scheme as it appealed inside the country and in eleanng^ pa}^ment 
agreements, compensation, and arrmgements 

It was freely admitted in Germany, w hen in the late summer of 
1934 the '^devisen deficit'^ mounted to 700,000,000 Reich^^marks, 
that the quota system of allocating foieign exchange had failed 
abysmally ^ In Septembei , Reichsbank President Schaciit announced 
a system which he labelled the “New Plan subsequent!} enacted 
by decree® The essential principle was that no importer could 
obtain an allocation of foreign exchange from the Reichsbank 
unless, prior to the importation, he secured a “de'vnsen certificate ' 
issued by special Control Boards ^ Se\eial months earlier, as we 
have seen, several Control Boards^ had been established, but now 
they were increased to twenty-fi\e extending over all imports 
They had as a first duty the determination of the desirabiiit} ot 
imports, allowable prices, and methods of pa}ment, they had 
furthermore to detect and reject import applications in which 
there were hidden premia, and the} endeavored to reduce imports 
necessitating free-devisen payment The Control Boards issued 
four t}pes of devisen certificates according as the import invoked 

(a) cash payments, made chiefly for imports for further fabrication and 
re-export, 

1 V z K , Vol 9, No 3, Part A, p 97, Osterreichischer Voikswirt, 
September 15, 1934 

2 R E 1/34 Ue St , September 19, 1934 In references of this sort the 
numerator represents the current number and the denominator the ^car of 
the Runderlass (R E ) issued by the Uberwachungsstelle (Ue St ) 

3 It was not until June 24, 1935, that importahon without a devisen 
certifiicate was prohibited, initially only the allocation of de\isen required 
certificates Of Reichskreditgesellschaft, Germany’s Economic bituation at 
the Turn of 1935-1936 (Berhn, 1936), p 60 

4 Cf p 205 above Between the introduction of the first Boards on 
March 22 and the adoption of the New Plan, their number had been gradually 
increased to eleven 
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(6) acceptance credits which would prospectively be renewable, used 
only in cases of especial urgency, 

(c) normal commercial credits, for which the Keichsbank agreed to 
supply devisen after the lapse of the ordinary commercial “terms’’ for paying, 

(d) clearing and payment-agreement payment 

The inclusion of the fourth category prevented the shifting to these 
payment devices of impoits lejected as undesirable and mehgible 
for devisen allocation The scheme embraced all payment possibili- 
ties with the one exception of “Aski’’ Marks, w^hich could be used 
without previous application to a Control Board On the side of 
exports, the New Plan did not contemplate direct control, it 
required only an export declaration after the shipment Export 
prohibition was imposed upon certain raw matenals, however, the 
“additional exports” were still subject to the requirement of ad 
hoc permissions in every case, and there could, of course, be no 
doubt as to the indirect repercussions of import control upon 
exports 

Neithei the Control Board apparatus nor the regulation 
peimitting discnmination between import categories represented 
innovations, but the far-reaching extent and objectives of the New 
Plan bespoke a new philosophy of exchange control The objec- 
tives may be summanzed as 

(а) the reduction of imports of finished and half-fimshed goods, the 
reduction of exports of raw matenals, concentration upon exports of finished 
goods, 

(б) the reduction of imports from European mdustnal countries, the 
increase of exports to overseas countnes supplying raw matenals — countries 
with which Germany had always had unfavorable balances of trade, 

(c) the restoration of a favorable balance of trade Thus the New Plan 
meant a change m the composition of trade so as to favor employment (it 
was believed) within Germany and to effect this change bilateral agree- 
ments — wherein governments dictate the sphere and character of exchange 
— proved to be a formidable machine Bilateral trade under this new con- 
ception required a recasting of the clearings 

(2) The Western European dealings Even before the 
enactment of the New Plan, as we have seen, difficulties encoun- 
tered with the “Swedish Agreements” were incompatible with the 
New Plan for a more fundamental reason than this loophole 
control could not extend to the character of imports unless all 
trade with a clearing partner was canalized in these accounts 
Frequently, in order to complete control, the clearings embraced 
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not only commodity trades but also amortization and interest, 
commissions, tounst expenditures, and the like The creditor 
countnes usually forced an earmaikmg of a part of the German 
export surplus for debt ‘^erxice, but pre«suie ^as exerted b} credi- 
tors for the incorporation of such clauses and not for the conclusion 
of clearings yer se Dunng the summer and eaih autumn of 1934 
Germany denounced all the “S^vedish Agreements, ' except for 
Spam and Portugal The most important of the new ckaimgs 
related to Belpum, Prance, Holland, Switzerland, and thi United 
Kingdom ^ 

The agieement regarding international payments rr ached on 
November 1, 1934, between England and Germany has been 

1 In tne Gexman-Belgian agreement (September 5, 1934) a ratio of 100 
62 5 ^ as established between exports to and imports from Belgium Three 
accounts were set up m Belgium 

A — for pajunents of German imports from that country , 

B — for the debt service, and 
C — for the free disposal of the ReichsbanL 
The interest of Darves and Young Loans was to be paid in full, 4^ 2 per cent 
interest was paid on other Belgian loans, where dividends of 4^2 per cent or 
less were declared the full amount was paid, but onl\ one half of the excess 
over 4J^ per cent (Cf Kurt Schneider, Der I\elthandel im Cleanngverkehr 
[Berhn, 1937], p 12 ) 

In the Prench-German cleanng agreement f Jul\ 28, 1934), 15 75 per cent 
of the payments of French importers for German goods was to be paid for 
interest on the ‘^Reich Loans” and other German debts 

The agreement with Holland was reached after this eountrv had applied 
compulsory clearing in order, first, to collect a clearing balance of 170,900,000 
Reichsmarks accumulated against Germany under the ‘Swedish Agreement,” 
and second, to secure the service of the Dawes and Young Loans and the Stand 
still Credits (Fabnems Helmut, “Das deutsch niederUndische \ errechnungs- 
abkommen,^' Devisenarchiv, Vol 2, No 5, columns 121-28 ) 

This agreement, entered into on September 21, 1934, lasted for two 
months, until denounced by Holland on December 12, 1934 « Schneider, op 
cit , p 56 ) 

The new agreement provided for 3J<j per cent mterest payments on Dawes 
and Young Loans and other loans, amounts m excess of 3} 2 per cent were to 
be paid, to the extent of tw o per cent in blocked IMarks, four per cent com ersion 
bonds, or Dawes or Young Marks Of the export proceeds, 18 per cent was to 
be used for paying off the frozen commercial debts from the Swedish Agree- 
ment,” a process which required almost two and a half >ears (Schneider, op 
cit , p 62 ) 

The Swiss agreement went into operation on Juh 26, 1934 Tounst 
traffic was linked with German coal exports to Switzerland There were fre- 
quent revisions later as to the division of the export pioceeds, the amoimts 
set up for payments to financial creditois, the amount of Swiss exports to 
Germany, incidental costs, and devisen put at the free disposal of the Reicha- 
bank 
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praised so much on the German side — it was said to show the 
impress of ^^Enghsh realism/' for example^ — that it ments at 
least passing attention By the terms of the agreement, German 
exports were to bear to English expoits a relation of 100 55, and 
the proceeds of German exports were to apply to current imports 
and to amoiti25ation of commercial and long-term obhgations in 
predetermined proportions So far there was nothing distinctive 
over the ordinary clearing arrangement As in most of the clearings, 
furthermore, transit trade was excluded But in place of settlement 
by offset of clearing balances, payments weie made in free devisen, 
and this circumstance gave nse to the designation of ^ ^payment 
agreement" instead simply of ^^clearmg " Was this difference 
fundamental, and did it justify the enthusiasm betrayed in Ger- 
man comments upon the scheme It does not requiie an excursion 
into technical details of the agreement^ to reveal why the answer 
is negative Free-devisen payment could mean very little when the 
rate of exchange had been immobilized agamst the ordinary forces 
of supply and demand, here the old Mark parity still applied and 
still operated, of course, to stimulate Germany's imports and 
penalize her exports The prospect of ^^contmuous settlement m 
flee devisen" was bound to prove illusory For that portion of 
Anglo-German trade which did happen to ^^balance off," the receipt 
and subsequent disbursement of its value in devisen gave Germany 
no advantage ovei cleaied accounts under a dealing arrangement 
No devisen accrued to Germany for that part of her favorable 
balance earmarked for liquidating old clearmg debts or funded 
obhgations If the balance still left a sum owing to Germany, 

1 Fiscker, op cit , p 31 

2 Eg Deutsche Bergwerks-Zeitung, January 30, 1937, Fischer, loc cit , 
Neue Zurcher Zeittmg, September 19, 1936 

3 Fifty-five per cent of devisen resulting from German exports to Eng- 
land m any one month was eai marked for imports from Germany m the 
second month (This percentage excluded German sales to England against 
blocked Marks, “Aski,'’ and compensation, cf Schneider, op cit, p 35) 
Interest on the Dawes and Young Loans was paid m fuH, but the service of other 
loans was covered only by four pei cent (not three per cent, as provided m the 
transfer moratorium) Fundmg Bonds The Reichsbank agreed to pay 400,000 
Reichsmarks mitialiy against the existing debt, variously estimated at 
3,800,000 and 5,000,000 Reichsmarks, arising from ^^Swedish agreement” 
and Eondermark clearings in the past, and to devote 10 per cent of German 
export proceeds to this purpose m the next twelve months (Cf Osterreich- 
ischer Volkswirt, Vol 27, p 106 ) Beyond such stipulated applications there 
remamed a considerable margin of devisen for the free disposal of the Reichs- 
bank 
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devisen ^ere indeed to be a\ailable, though =uch a clause thi'. 
appealed m certain dealing agreements and scaicel} constituted a 
ne'^ Older of things But v^ith the Muik O'ler^alued as it m 
companson mth sterhng the prospects ’^vere no more bnlhant for 
such a free balance undei a payment agieement than under clear- 
ings, unless the authorities intervened more piomptl} to force the 
100 55 German-English export ratio by direct action than the> 
might ha\e done under clearings Thi*- pro\ed to be the ca^c 
Whereas the German authorities T\erc ougmally ^uppo^ed to giant 
import certificate*^ freely for English tv aie^, onl> tvv o month*- ehp-ed 
before sharp restrictions had to be introduced, and thi« camc' to 
be a matter of frequent occurrence ^ The underylmg effect of the 
Mark rate to pile up a one-sided balance in the opposite direction 
from that contemplated m the agieement was only off-set by direct 
limitations, and the settlement of accounts m fiee de\usen fell to 
the Older of an insignificant techmeal detail The relative ami- 
cabihty marking negotiations regaidmg these limitations ma;y at 
bottom have occa'^ioned the favorable response in Germany, but 
the enthusiasm for payment agreements per se ^eems to have rested 
upon delusion, as even one German writer intimates- Payment 
agreements did indeed affect technical simplification, which was 
ardently desired The imposition of the New Plan had necessitated 
the erection of a Cleaimg Office in October, 1934, as a bubsidiar^ of 
the Reichsbank, and the detailed regulation of imports entailed 
further extensions of the bureauciatic machinery and the “immense 
war of forms-to-be-filled-out The buiden of these formahties 
weighed heavily, not only upon the German importer but also 
upon the foieign seller Under pievaous clearing agreements, the 
German importer had occasionally been “permitted,^' m the 
unconsciously ironical official language,^ to carry through these 
onerous procedures for his foreign trade paitner This “permis- 

1 Reichskreditgesellschaft, Germany Economic Development during 
the First Half of the Year 1935 (Berlin, 1935), p 57, Department of Overseas 
Trade, Economic Conditions in Germanv to March, 193b (London, 1936), 
pp 173-174 

2 H Schumacher, “German;^ a Present Curienc^ Sjstem, its Develop- 
ment and its Reform’’ in A D Ga>er (ed ), The Lessons of Monetary E’cperi- 
ence (New York, 1937), p 221 

3 Bernhard Bennings, ‘‘Der Neue Plan und die Neuordnung der 
deutschen Aussenwirtschaft,” Jahrbucher fur Natxonalokonomie und Statistik, 
Vol 142, p 43 

4 Wagemann, op cit , p 72 
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sion^^ came to be rather geneially mcorporated mto the payment 
agreements, and since a disburdemng of the foieign trader must 
have aided German exports and imports at least shghtly, there was 
rational explanation, however tenuous, for the popular vogue of 
the agreements Further more, the frequent interference of author- 
ities to keep the balances at the stipulated ratios prevented the 
pihng up of clearmg balances, always distasteful to creditors, 
including German creditors Aside from these considerations, the 
German busmess commumty battened upon delusion if it imagined 
that the mere employment of devisen was a step toward free 
payments 

Nor does it seem possible to mterpret the supplanting of 
clearings by payment agreements, first for England and subse- 
quently for Belgium and France,^ as betokenmg any weakening 
from the policy of bilaterahsm in official quarters Nor did the 
maledictions healped upon the clearing system by Schacht, who 
proclaimed it to be “atrocious, and by the German journahsts 
and pamphleteers interfere with a vigorous prosecution of the 
program to expand German trade by clearmgs, compensation, and 
other bilateral devices In the course of a few years it ceased to be 
fashionable to deprecate these methods of trade, and instead the 
Economic Mimster urged the world “to look for the basis of inter- 
national currency stabilization in a sensible clearing system” in 
which, as he justly observed, “the Germans have had more experi- 
ence than anybody else m the world And at the same time a 
representative of the fratermty of economists in Germany volun- 
teered the suggestion that bilaterahsm should be regarded, not as 
a counsel of desperation, but rather as the modem and really 
adequate system of mternational trade and payments^ Mean- 
while, as was to be expected, German economic imssions worked 
assiduously toward the extension of cleanngs and compensation 
to regions not already covered by bilateral agreements 

(3) dealings and Compensation with South America and 
Southeastern Europe As for the South American countries, clear- 

1 The Belgian payment agreement was concluded on August 1, 1935, 
and the French on August 1, 1937, the latter after two >ears required for the 
liquidation of arrears on the old clearmgs 

2 I e scheiisshch, cf address of Schacht at Leipzig on March 4, 1935, 
Economist, Vol 120, p 526 

3 Address of Waitei Funk, New York Times, March 7, 1939 

4 Meyer, op cit , passim 
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mg agreement^? ^ere concluded, for the mo-t part ^horth after the 
mtroduction of the Plan, ^ith At gent ma Brezil, Chile, 

Colombia, and Uruguay ^ Theie seems to ha\e been a desire on 
the German side to compass t\^o mutualh e\elu-nr ends — the 
enforcement of repa^unent'^ on outstanding obligatioiiN to Ger- 
many and the expansion of German exports The attenuation of 
the tiaditional German expoit balance v,iih Western Europe led 
to an export dn\e on South Amenca, but the fact that Gtimany 
had ordmanly had a strong import balance fiom thr^(^ latter 
countries should scarcely ha\e led to the exprctation of much 
success Eesort was had in Germany & Latin Ann nr lu tr nle to the 
^‘Aski” device, piesentlj- to be considered 

Commercial relations with Southeastern Europe proceeded 
under both clearings and compensation The^e clear ing-» reveal 
qmte clearly the tendencies of cost«: under bilateral trade and are 
reserved for sepaiate analysis later Compen^jation dealings with 
the Southeast assumed some importance at an early stage of Ger- 
man exchange control In 1932 the Reemtsma cigaictte fiim bought 
250,000,000 Leva of tobacco from Bulgaiia through the mteimedia- 
tion of the Bulgarian National Bank against the cancellation of 
187,500,000 Leva of fiozen German claims and the export of Ger- 
man goods for the the balance Similar ariangement^ were entered 
into dunng the same year with the Greek and Turkish gov^ernments 
Thereafter the opemng of clearings largely supplanted compen«?a- 
tions with these countries The barter device served as the only 
basis of trade with Austria and Poland until the establishment of 
cleanngs on August 10, 1934, and November 20, 1935, with thcbe 
two countiies respectively 

The characteiistics of the German system of compensation in 
these instances and m its special “Asia” phase are peimanence and 
the enfoi cement of a more or less overvalued late on the MaiL 
The United States exchanged wheat against Biazilian coffee in 
1931 and wheat against Chilean saltpeter m 1932, but these deals 
weie made at free exchange rates and weie recognized as emeigency 
measures establishing no piecedent - The Austrian “pnvate 

1 Argentina, September 26, 1934, Chile, December 26, 1934, Colombia, 
July 1, 1937, Uruguay, November 6, 1935, Ihe date of agreement with Brazil 
IS not known precisely, but is supposed to be late m 1934 Cf Schneider 
op cit , pp 108-125, 140ff 

2 Oger H Bourdeaud’huv, Accords de Compensation et Con\entions 
de Paiement (Antwerp 1938), p 23 
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clearing^' transactions bore some resemblance to barter, but they 
gradually led to the establishment of a fairly “true'’ rate of exchange 
on the Schilling, so that their perpetuation was a matter of indiffer- 
ence ^ In Germany, however, though the exchange-control 
authorities themselves permitted, and indeed fostered, a large 
number of devices tantamount to devaluations of the Mark, they 
strongly disapproved of any correction of the Mark rate under 
pnvate auspices The history of German compensations consists 
largely of attempts to render impossible the payment of concealed 
premia on foreign currencies, and yet to preserve as a permanent 
matter this safety-valve for the tightly compressed channels of 
trade under bilateralism 

Asia Marks are instruments of controlled barter payment for 
each stipulated commodity impoited into Germany from a certain 
country is made by electing an ad hoc sellei’s account, which he 
can then draw upon for German goods of certain categories under 
conditions laid down by the exchange control authorities ^ At first, 
impoits under the Aski arrangement weie not subjected to the 
limitations imposed by the New Plan, and the huge accumulations 
m these accounts became a serious menace when even regions such 
as the Saar and Russia resorted to the accounts Subsequently a 
devisen certificate issued by a Control Board was required for 
all imports under Aski, and the permission to import in each 
case also embraced the kind of goods which could be taken 
from Germany as the quid yro quo ® But for the time being 
the authorities cherished the delusion that this cumbersome 
ud hoc procedure could be avoided by the formulation of certain 
general principles ^ 

(a) Exports under Aski compensation must be ^^additional,'' in order to 
avoid the transfer to this procedure of exports which would otherwise bring m 
free exchange, 

1 Cf pp 47-62 above, and Milos Homa, ‘^Clearing und Zahlungskom- 
pensation der Tschechoslovakei mit dem Auslande,” m J Mayer, M Horna, 
A Sourek, Neue Wege der Handelspohtik (Prag, 1936), p 168 

2 The term “Aski’’ was coined from the imtial letters of the full designa- 
tion Auslander-Sonderkonten fur Inlandszahlimg 

3 Muller, op cit , pp 282-284, cf EE 46/38, Eichthmen IV, 14, Abs 2 

4 By decree of December 9, 1934 (R E 157/34 Devisenstelle), Aski 
Marks were divided into two categories, firm Aski and bank Aski The former, 
by requirmg the preservation of identity of the foreign and domestic partners, 
came very close to pure barter, whereas the bank Aski, permitting purchase 
and sale of the instrument in the country of origin, tended in the direction of 
a free biU of exchange 
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(b) Onh economically important ra\v materials he imported, 

(c) Prices of exports must be as high and the prieeb ot imports as low as 
possible to acbie\ e the most ad\ antageous terms o trade ^ 

By these stipulations it T\as believed that the Asia ’MsltIs could be 
developed into a “refined form of foreign trade ' - Tne \oluine of 
Aski transactions mounted steadily from the autumn of 1931 to the 
end of 1935,^ and official optimism grew apace The Berlin Busi- 
ness Cycle Research Institute, origmalh sceptical of the \alue of 
barter dealings/ soon found complimentan remaiLs to make upon 
the system, and Wagemann, its director, foie‘=^a’\;^ a salutary effect 
upon Germany*s trade balance ^ 

The profit motive of importers and exporters alike m no 
conformed to the general principles \vhich vere pi omulgated for 
compensation transactions The relatixely lugh domertic pnees m 
Germany enabled the importer to offer high piemia in «?uch dealings, 
with the result that imports were stimulated and the o\er\aluation 
of the Mark was made painfully^ obvious Furthermore, the rise 
of premia tended to advance the pnees of goods not imported or 
manufactured from imported raw matenals (for the'^e would, m 
the absence of pnee regulation, be high in all events) but standing 
in a substitute relation to them ® On the other hand as the premia 
developed, exporters were more and more tempted to dixert their 
sales fiom channels bringing in free devisen, which had to be sold 
at the low Reichsbank rate, to the channel of compensation The 
history of compensation, including the Aski vanant, is a story of 
persisting pnvate evasion and retaliation by authority When the 
payments of premia were prohibited, the premia were paid and 
deposited abroad When this also was prohibited, mi porters 
resorted to the secret payment of premia by taking over incidental 
costs and nsks And when the state extended its inspection to 
these minutiae in each transaction, there arose the so-called a meta 
deals between German exporters and importers, in which the 
former, for a share in the latter^s profits on no- or low-premium 

1 Paul Bothe, “Die pnvaten Verrechnungsgesehafte,” Devisen uchiv, 
Vol 2, No 41, pp 1177-1188 

2 Amo Seeger, “Was bleibt vom Aski' Verfahren,” Devisenarchiv, 
Vol 3, No 27, p 317 

3 Bergmann, “Die Einschrankung des pnvaten Verrecimungsverkebrs/^ 
Devisenarchiv, Vol 2, No 11-12, p 306 

4 V z K , A^ol 9, No 3, Part A, p 99 

5 V z K , Vol 10, No 1, Part A, p 13, Wagemann, op cit , p 72 

6 Rudolf Eicke, “Wamm Aussenhandel^" (Berlin, 1936), p 42 
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imports convementh found it impossible to dispose of his wares in 
any othei than by Asia oi other compensation accounts 

The dif&cult;y of suppiessing evasions led to a laige number of 
regulatory decrees^ and eventually to the decline of compensation 
As eaiiy as i\Iarch, 1935, a deciee piovided for careful investigation 
to deteimine whether the import were ^^additional/^ and hsted 
ceitain goods as excluded fiom exports by compensation If the 
inipoit involved ^‘unnecessary” goods, 30 per cent had to be paid 
in free exchange, and if foreign raw matenals amounted to more 
than 20 per cent of the value of the export, the excess had also to 
be paid in fiee exchange On December 27, 1935, new regulations 
Tveie decieed which marked the beginning of the end of delusions 
nounshed in Germany with regard to compensation and Aski 
trade A new attempt was made to give an authentic interpretation 
of the term “additional expoits”, this time they were repiesented 
as “exports vhich cannot be earned out against foreign exchange 
but only against pm chases of foieign goods ” That this defimtion, 
if applied to practical operations, actually left everything to the 
discretion of the authonty investigating the individual case does 
not require pioof A new and much more extensive hst of export 
goods which could not be admitted to compensations and Asia 
transactions was pubhshed Another list concerned import goods 
which weie consideied indispensable, impoits of goods not on this 
special list could be made by means of compensation only if the 
companion export were three times as large, two-thirds of the 
export puce had thus to be paid in free devisen The last regulation 
did not apply to South and Central Amencan countries at this time 
but was extended to all countries in 1937 Throughout the whole 
penod since the end of 1935 the use of Aski and compensation 
dealings was moie and more eliminated in connection with clearing 
agreements On November 5, 1936, a deciee permitted only com- 
pensations of 50,000 Eeichsmaiks or moie In February, 1937, 
a new regulation stated that compensation tiansactions and trade 
by means of Aski Marks would no longer be permissible in trade with 
a number of onental countries ^ Compensation played an important 

1 The most important of these decrees were R E 121/34 D St 10/34 
Ue St , B E 177/34 D St 36/34, Ue St sub IV, R E 2/36 D St , R E 137/37 
D St 46/37, Re St sub II, 4 Gf also Wolfgang Goedecke, “Das Prarmen- 
verbot bei privaten Verrechnungsgeschaften und sein Strafschutz,*' Devisen- 
archiv, Vol 3, No 44, p 545 

2 Burma, Ceylon, China, Egypt, India, Phihppine Islands, Siam, Straits 
Settlements, and Sudan 
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r61e in the liquidation of the French clearing, but disappeared m 
this segment of German tiade thereafter What was left worthy of 
mention in the sphere of barter transactions was the employment 
of bank Aski with Central and South America — heie the technique 
more closely resembled dealing — and compensation for transac- 
tions in excess of 50,000 Reichsmaiks Tvnth Aiabia, Bntish East 
Africa, Bntish West Africa, and Iiak 

We have passed m brief review the revisions in Germany's 
international trade arrangements which were introduced m order 
to put into effect the strict bilaterahsm and the direct control of 
the composition of exports and imports contemplated by Schacht's 
New Plan What were the results of this new dispensation? 

B The New Plan tn Operation 

The development of Gei many's foreign trade in the next few 
months after the enactment of the New Plan was not promising 
The adverse balances of December, January, and Febiuaiy indicate 




Imports 

Exports 

Balance 

1934 

July 

362 7 

(in million Reichsmarks) 
321 2 

-415 


August 

342 2 

333 9 

—91 


September 

3518 

350 3 

-1 5 


October 

349 2 

365 9 

+ 167 


November 

345 7 

365 7 

+ 100 


December 

399 2 

353 7 

-45 5 

1935 

January 

417 3 

299 5 

-1178 


February 

359 7 

302 4 

-57 3 


that the underlying tendency toward import surpluses had not 
been conquered Officially it was explained that these figures did 
not reveal the tiue state of affairs, first because, with the increase 
of compensation, expoits frequently followed the companion 
imports by seveial months, and secondly because, with the appear- 
ance of new “raw material credits," another lag of similar chaiacter 
was mterposed ^ Estimates of the share of compensation m Ger- 

1 The scheme of these ci edits involved impoiting law material into 
Germany on credit, after the export of the manufactuied goods to a thud 
country, the pmchasei there dischaiged the German debt by diiectmg pay 
ment to the supplier of raw materials in the fiist country As was generally 
the case with such attempts to pieserve elements of tiiangular trade amidst 
the growing bilateralism, this method of conducting international trade, 
mtioduced in 1934, never attained an important magnitude 
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man tiade do not exceed 10 per cent^ in these months when the 
trade deficit amounted to substantially more than this, and further- 
more many barter deahngs required a simultaneity of export and 
import, so that the official explanation fails to mi mi fy the adveise 
trade development very consideiably 

This development indicated plamly that the original restric- 
tions were inadequate It has already been remarked that the New 
Plan had not made the possession of a devisen certificate a prereq- 
uisite of importation, 2 and still the authorities hesitated to impose 
so rigorous a measure Custom officials were instructed to report 
goods which passed the frontier without devisen certificate, m 
order to provide a check upon illicit imports Under a so-called 
^'political prohibition on devisen clearance”® of May 6, 1935, 
devisen certificates were made mandatoiy for imports from France 
and Czechoslovakia This measure had as its immediate aim the 
exerting of pressure upon these countries in the midst of commercial 
treaty and clearing negotiations^ but it undoubtedly paved the 
way for the decree of June 24, 1935, prohibiting all imports without 
devisen certificates On the other side, strenuous efforts were made 
to increase exports — by appeals to the goodwill of German firms, 
and by threats to close off the supply of raw materials for firms 
with slackenmg exports Despite the increased seventy of the 
exchange control regime, the German export quota (exports as a 
percentage of domestic production) remained at level far below its 
extent even in 1933, the year of most acute depression 

The German Export Quota 1931“1935* 

1931 30 9% 1934 15 9% 

1933 22 5% 1935 15 2% 

*V2K, Vol 13 No 3 p 313 

Voices were not altogether lacking in this very discouraging 
situation for a reconsideration of the wisdom of the ^'autonomous 

1 Benning, op cit , p 47 

2 Gf p 211 above 

3 Devisenpolitiscbes Abfertigungsverbot 

4 It 18 worth, recording that these sharp weapons of the New Plan were 
used against the very two countries which m the autumn of 1934 had expressly 
demanded the enactment of Schacht’s scheme, presumably as a defense against 
the accumulation of German cleanng debts Cf Economist, August 3, 1935, 
p 230 This forms an amusing parallel with the case of the American bankers 
who m 1931 welcomed exchange control in Germany and urged a strict 
admimstration of the system 
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economic policy^^ and autaiky Gottfried Feder, the theorist of 
the National Socialist party, who had advocated a completely 
autarkic policy, was allowed to fall into oblivion Schacht spoke of 
the “run-down autarky nag,^’^ and Neurath, another member of 
the government, expressed the opinion that “the catch-word 
^autarky^ has been discarded, and that “no one in the government 
believes in the isolation of Germany from abroad Sentiment in 
favor of devaluation dared to come out mto the open again, and a 
distinguished foreign economist ventured that, “It is to be antici- 
pated that in the future Germany will not object to a policy 
that aims at gradually restoring to international trade, in some 
measure at least, the important part it formerly played in the world 
economy But these hopes proved to be false In May, 1935, the 
levy on exports to provide a subsidy fund was imposed,^ and 
thereby another decisive step was taken in the course of economic 
isolation 

Germany's foieign trade faithfully leflected the tenor of the 
New Plan To be sure, the last quarters of 1935 witnessed the sup- 
planting of unfavoiable by favorable balances, and the year closed 
with an export surplus of 111,000,000 Reichsmarks, but this 
outcome resulted from a percentual decrease of imports nearly 
three times as large as the peicentual mciease of exports Bilateral- 
ism left its impiess m a decrease in Geimany^s favorable European 
balance and a decrease of hei unfavorable overseas balance 
Imports from Europe in 1935 at 61 6 per cent of total trade reached 
the highest share since 1929, while the shaie of exports to European 
countries fell from 76 5 per cent to 73 2 per cent between 1934 and 
1935, a development which carried on persistently up to the 
outbreak of the piesent war In 1935 the favorable balance of 
trade with Europe reached its minimum at 660,500,000 Reichs- 
marks, while the import surplus with the rest of the world was cut 

1 Abgeklappter Autarkiegaul, cf Wagemann, op cit , p 4 

2 Osterreichischer Volkswirt, Vol 26, p 637 These remarks made in an 
address at Hamburg conflicted directly with Neurath’s declaration at Bremen 
a short time before that it was imperative to ‘^make our people and our 
economy independent of foreign foodstuffs and raw materials, and to produce 
at home ever 3 rfchmg which we can produce ” Gf loc cit The contradiction 
indicates the contemporary confusion and the tenuous character of much 
which goes by the designation of ^‘economic policy ” 

3 Bertil Ohhn, “International Trade and Monetary Policy,’’ Index, Vol 
8, No 115, p 154 

4 Cf pp 239-240 below 
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dovsn fiom 912,000,000 Reichsmaiks in 1934 to 449,500,000 Reichs- 
marks in 1935 1 The old trade system by which Geimany paid 
Tsith expoits to Em ope for hei impoits fiom o\eiseas was obviously 
bieaking dovn under the pressuie of bilateialism As we shall see 
m the next section, 1935 vas the yeai in 'which the adveise effects 
of the new system made themselves most seriously felt Figuie 24 


German Imports as i Percentage or World Imports 
AND German Exports as a Percentage op World Exports 



1329 1830 1931 1332 1333 1934 1935 1938 1337 

Pig 24 

"^For data and sources, see p 393 below 


shows the low level to which Geiman exports relatively to exports 
ovei the woild had fallen 

As far as concerns the composition of foreign trade, the trade 
statistics reveal a consideiable success for the New Plan On the 
export side the share of raw materials was pushed down from 111 
1 Cf p 385 below 
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per cent to 10 5 per cent, of foodstiiffs fiom 3 6 per cent to 2 2 
per cent, while exports of finished goods rose fiom 75 6 per cent to 
77 6 per cent On the import side the share of raw materials 
inci eased from 34 6 per cent to 37 7 per cent, while the percentage 
of finished goods impoited to total imports fell from 12 9 pei cent 
to 9 8 per cent Foreign trade was undoubtedly being forced 
along the paths desired, at what costs this was achieved we shall 
see later 

Six months after the adoption of Schacht’s New Plan — in 
March, 1935 — Hitler announced the withdrawal of Germany from 
the Disarmament Confeience and the reintroduction of conscnp- 
tion, this signalized a new epoch not only in international affairs 
but in the German economy Before, as after this turn, the exten- 
sion of employment and output was financed by credit expansion, 
but as the Minister of Finance explained, woik creation by public 
works was to a laige degree supplanted by rearmament ^ Hence- 
forth it will be necessary to bear in mind constantly that the 
appraisal of exchange control and other economic policies, however 
much their truly economic eflBiciency may have counted even with 
the authoiities of the National Socialist state, must bow to the 
frankly non-economic aims of the dominant political philosophy 

In the spheie of domestic finance, the volume of commercial 
and treasuiy bills had risen by 4,600,000,000 Reichsmarks between 
1933 and 1935 and, if the tax-exemption certificates are included, 
by something exceeding 5 000 000,000 Reichsmarks Total bill 
holdings of the banking system rose from 7,118,000,000 to 10,230,- 
000,000 and to 12,173,000,000 Reichsmarks from 1933 to 1935 and 
1936, and the bill holdings of the Reichsbank fiom 3,149,000,000 
to 4,423,000,000 Reichsmarks from 1933 to 1936 ^ As far as con- 
cerns the note circulation there was an increase of about one-third, 
or 1,000,000,000 Reichsmarks, from the middle of 1933 to the 
middle of 1936 ^ The effoits of the German economic authorities 
to divert the increased flow of income away from consumption 
expenditure help to account for the “uninteriupted, though not 
alarming, use in note circulation,^^ as Poole points out, and another 
circumstance was the rise in relative significance of transactions by 

1 Schwerin von Krosigk, Nationalsozialistische Finanzpohtik, Kieler 
Vortrage No 41 (Jena, 1936), p 11 

2 Reichskreditgesellschaft, Gei many’s Economic Development during 
the First Half of the Year 1936 (Berlin, 1936), p 41 

3 Cf pp 373-376 below 
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cheque^ Furthermore as he observes, since the German people 
attached great sigmficance to the note-circulation figure because 
of their sad expenence in the post-T\ar inflation, the authoiities 
exerted themselves especially to restrain its increase Most of the 
new financing took the form of Solaivechsel sold by the Golddiskont- 
bank to commercial banks the pioceeds bemc: used to buy up 
Treasury bills (rediscounted at the Reichsbank) which lay at the 
base of woik-creation activities Consolidation loans at frequent 
intervals transformed most of this shoit-term debt into funded 
obligations, though o\er the years 1935 to 1939 the Solawechsel 
ciiculation rose with marked fluctuations to one and a half billion 
Reichsmarks ^ 

The first large operations by the government on the capital 
market began in 1935, being prepared for by the Loan Stock law 
of December 4, 1934, which limited dividends to slx per cent and 
required the investment of excesses in the Golddiskontbank Sums 
paid into the Bank did not prove to be a substantial source of 
state finance, but the speculative advance of corporate securities 
on the exchanges was throttled and consumption curbed® In 
January, 1935, the government carried through an eight billion 
Reichsmark mortgage bond conversion from 6 per cent to 4J^ 
per cent by offenng a single two per cent bonus to the owners and 
by announcing that those who did not notify of non-consent — 
the political strategy is apparent — within a bnef period would be 
deemed to have consented^ Another two bilhon of Reich and 
provincial bonds were converted with equal success a month later 
Measures to lower bank interest rates were adopted in 1935 and 
1936, and mth the pieparatoiy moves completed a senes of fund- 
ing operations dunng these years succeeded in mopping up 5,800,- 
000,000 Reichsmarks of short-term funds ® 

Fostered by a tremendous expansion of credit and by a 
consistent pohcy of turning back real income gams into invest- 
ment, industnal production increased rapidly, especially in the 
favored category of capital goods But despite the exceeding of the 
pre-crisis level of industnal production in 1936, the volume of 

1 Poole, op cit , pp 111, 161 

2 Poole, op ext , pp 120-121 

3 League of Nations, Monetary Review 1937-1938 (Geneva, 1938), p 56 

4 Gf Guiliebaud, op cit , pp 78-79 

5 Reichskreditgesellschaft, Germany’s Economic Development during 
the First Half of the Year 1937 (Berlm, 1937), p 51 
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Gebman Industrial Production* 1932-1936* 

(1928 = 100, Monthly averages by years) 



AU Goods 

Capital Goods 

Conaumption Goods 

1932 

54 0 

35 4 

740 

1933 

615 

44 9 

801 

1934 

80 9 

74 8 

89 6 

1935 

95 3 

102 4 

85 6 

1936 

107 8 

116 6 

95 6 


* Reichkreditgesellschaffc Germany s Economic Development during the First Half of 
the Year 1937 (BerUn 1937) p 14 


German imports and exports (computed at the prices of 1928) were 
36 per cent and 21 per cent less than their level in 1928 The New 
Plan, whatever else its accomplishments, as for example, in chang- 
ing the direction of trade, ^ was failing to keep the supply of imported 
goods, parti culaily of imported raw matenals, abreast of Ger- 
many's needs in an epoch of strong economic expansion Further- 
more, and still more notably m view of the avowed pnnciple of the 
Plan to adapt imports to available means of payment, German 
indebtedness on cleanng accounts was becoming a chronic malady 
It IS by no means mysteiious why this should be true Between 


German Clearing Debts* 
(In million Reichsmarks) 


December, 1934 

460 

November, 1935 

515 

March, 1935 

567 

April, 1936 

500 

April, 1935 

500 



Economist Germany s Clearing Debts 

Vol 133 pp 486-486 



1933 and 1936 world prices rose by 1 6 per cent, while German 
wholesale prices advanced by 13 7 pei cent and prices in Germany 
of industrial finished and half-finished goods having their prices 
determined upon world markets increased by 23 5 per cent Did 
the New Plan, as the official position maintained, actually prevent 
a bad situation from becoming worse or did it aggravate difficulties'^^ 
This problem will be investigated in a subsequent section on prices 
and costs in bilateral trade We may profitably conclude the pres- 
ent section on the technique of the New Plan by recunmg briefly 
to the perennial and lively issue of the cunency standard, and the 
connection between devaluation and the burden of foreign debts 
Throughout 1935 and 1936 devaluation was the centei of 
spmted discussion m Germany In August, 1935, Sehacht threat- 
1 Gf pp 223-224 above 
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ened to take vigorous measures against the '^ps3^chosis concerning 
leal values’^^ and the situation came to be particularly tense in 
the spring of 1936, vthen an anti-Schacht faction within the Party 
demanded devaluation as the solution of foieign trade problems ^ 
German export interests also shared this viev , maintaining fuither- 
more that concealed de\ aluation in the foim of the export levy bore 
upon themselves alone, vhereas outnght devaluation would be 
“borne” also b^ importeis^ But the voice of the opponents pre- 
vailed, and export levies and subsidies continued In defense of the 
government’s position the arguments weie meiely a repetition of 
what had been said against devaluation after dollar devaluation 
in 1933 ^ Such a move, it was said, would raise the pnces of 
imported law mateiials In point of actual fact, as a subsequent 
section will reveal, this argument had only a narrowly restricted 
vahdity because of the nse of import costs under clearings and com- 
pensations The psychological argument from the angle of the 
danger of a velocity inflation was still heard Finally, it was held, 
devaluation wculd increase the burden of foreign debt Now 
the truth of this contention is itself unimpeachable, but apparently 
in order to apologize for what may have seemed to be too frank 
a recogmtion of a genuine “my-gain your-loss” situation, the 
official German rejection of devaluation on the burden of debts 
basis was coupled with a specious aigument which attempted to 
prove that “devaluations m the chief creditor countries seem to 
represent a cancellation of 4,000,000,000 Reichsmarks of foreign 
debts But actually as a consequence of devaluations, the (Ger- 
man) export pnce level fell so low that the real burden of debt sub- 
stantially exceeded the nominal burden The logical relevance of 
this sort of consideration to the question whether Germany would 
herself gam by devaluation is not apparent, but even as an indirect 
apology for refusing to hand back to the creditor countries the 
windfall gains accrmng to Germany fiom then devaluations, the 
argument cannot in fact prevail 

The basis for the official position, as the quoted sentence 

1 In an address at the German East Fair at Komgsberg, cf Osterreich- 
ischer Volkswirt, Vol 27, p 919 

2 Economist, Vol 123, p 237 

3 Waldemar Swoboda, “Vertagte Markabwertung,” Osterreichischer 
Volkswirt, Vol 28, p 704 

4 Cf pp 226-226 above, and Guillebaud, op cit , pp 23-24, 66-67 

5 VzK,Vol 11, No 1, PartA, p 68 
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reveals, is the adverse effects on German expoit prices pioduced by 
foreign devaluations Concernmg the adverse effect of foreign 
devaluations upon German export prices there can be no question 
But in Older to demonstrate that Germany's real debt burden was 
absolutely greater despite the nominal cutting of debt by devalua- 
tion, it IS not sufficient to restiict the view exclusively to her export 
prices A favoiable balance of trade is not dependent simply upon 
export prices, but upon the relative development of export and 
import prices, that is to say, upon the terms of trade 

The collapse of raw material prices during depression turned 
the terms of trade strongly m Germany's favor, as shown m Figure 
25 This movement reached its peak m 1932, subsequently, with 
the recovery of pnces for primary products, Germany began to 
lose the advantage gained between 1929 and 1932, even at its low 
pomt in 1937 the ratio of export prices to import prices did not fall 
below 117 6 (1929 = 100), and in 1938 it had recovered again to 
128 8 The effects of this development upon Germany’s balance 
of trade are striking By adjusting the actual values of German 
exports and imports so as to represent the volume of foieign trade 
at the prices of 1929, we obtain the result that Germany would 
have accumulated in the years 1931-1938 an adverse balance of 
trade amounting to 10,720,000,000 Reichsmarks As it was, Ger- 
many was actually able to secure during this span an aggregate 
favorable balance of trade of 5,230,000,000 Reichsmarks The 
excess of the balance of trade in actual values over the balance at 
the prices of 1929 amounted to 15,950,000,000 Reichsmarks ^ 

Since the real burden of foreign debt depends upon the i ela- 
tion of import to export prices, we may obtain an approximation of 
the real burden by multiplying the nominal amount of debt at 
vanous dates by a factor m which the index of impoit prices is the 
numerator and the index of expoit prices the denominator This 
gives the following results It is naturally impossible to ascertain 
what course would have been taken by the terms of tiade m the 
absence of sterling and dollar devaluations But it is certain that 
in the actual situation, mcluding devaluations, the real burden of 
German foreign debts, instead of mcieasmg relatively to the nom- 
inal amount of debts m accordance with contention of German 
apologists for exchange control, actually decreased The obstacle 
to devaluation from the angle of the burden of foreign debts was 
1 Gf statistics given on p 392 below 
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therefoip a much less serious matter than lepresented, and further- 
more, the magnitude e'v en of the noimnal debts had been halved 
since the introduction of exchange control 


German Import and Export Prices ^n’d Terms op Trade 
(1929-100) 



* For data and sources, see p 392 below 



GERMAN EXCHANGE CONTROL 


231 


Othei arguments directed toTtaid the correction of the Geiman 
exchange diseqmlibrium by devaluation in 1935 and 1936 carry 
still less weight It was held that the measure would usher in a 
period of rapidly rising puces If, howevei, the devaluation of the 
Mark were not piessed below the parity of exchange equilibrium, 
no “mechanicaF^ cause of price inflation would exist Such ^'psy- 
chologicar^ factors as a flight of capital to foieign currencies, 


Total Value of German Foreign Indebtedness 
(In billion Reichsmarks) 



Nominal* 

Real! 

July 31, 1931 

23 8 

19 27 

November 30, 1931 

21 3 

17 25 

February 29, 1932 

20 6 

14 21 

September 30, 1932 

19 5 

13 45 

February 28, 1933 

19 0 

13 30 

September 30, 1933 

14 8 

10 36 

February 28, 1934 

13 9 

10 29 

February 28, 1935 

13 1 

10 35 

February 29, 1936 

12 4 

10 17 

February 28, 1937 

10 8 

9 72 

February 28, 1938 

10 0 

7 78 

February 28, 1939 

95 

— 


* League of Nations Balances of Payments 1937 (Geneva, 1938) p 110 ibid 1938 
(Geneva 1939) p 68 

t Computed from export and import price indices as given on p 392 below Territorial 
changes in Germany deprive these indices of significance after 1938 


including the pressuie of Jewish emigrfe^ funds and a domestic 
flight through dishoarding, were already controlled with Diacoman 
severity through exchange control anci domestic price regulation 
With vastly less authoritarian control, the Czech Krone and the 
Belgian Franc were, at the same phase of developments, devalued 
without untowaid consequences upon domestic prices It was 
argued m Germany, further, that devaluation would provoke 
foreign retaliations, but the inverse proposition would seem more 
plausible, that it was the persistence and not the termination of 
Mark overvaluation which invited retaliation Efforts on the part 
of Germany to offset the overvaluation were rather widely (and 
without much discnimnation) regarded as dumping, as for example 
by the United States, which imposed special import levies on Ger- 
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man pioducts m lesponse to the German ^^expoit-subsidy” tax ^ 

All in all, by the close of 1936 the only leal aigument against 
devaluation was one ^hich raiely came cleaily into the light of 
publicity — its nicompatibihty with the ^'actue economic pohcy ” 
De‘=5pite the New Plan, foieign trade had taken such a turn that, in 
the voids of the Reichsbank leport of Maich 10, 1936, “only the 
most mgent needs of Germany could be satisfied Once begun, 
economic planning seemed to shov an mheient piopensity toward 
indefimte expan^^ion De\aluation would have stopped and 
e\entually leversed the tendency, but a totalitarian state does not 
aspiie to a i eduction of its own importance The perpetuation and 
intensification of econoimc pimciples embodied in the New Plan, 
both in the domestic and foreign trade spheres, was possible, to 
quote a German commentatoi, because Geimany was “willing to 
bear the heavy economic aimor, the piessure of which was felt 
always and eveiywheie, and which nariowly hampeied fiee 
action 

Compare this evaluation with the pionouncements of a recent 
and fervent defender of the German control system Referring to 
the New Plan, Dr Fntz Meyer states in his memoiandum to the 
Bergen Conference that 

^‘the raw material quotas and the preferential allocation of labor for export 
industries led to just such a liberation of goods and services from domestic 
consumption as there would have been under the price mechanism of a free- 
exchange economy And because the sale of exports involves a pricing 
problem not solved by the mere hberation from domestic consumption, the 
additional export procedure pushes the level of export prices down as far below 
the general domestic price level as competition reqmres 

Upon this basis Meyer is ready to leach the conclusion that 

*^the German exchange control is a new monetary system, which, of all systems 
existing at the present, embodies m the purest way the fundamental pimciple 
of the classical gold standard, that is to say, the maintenance of a stable 
exchange rate by adjustment of the domestic price level ” 

1 League of Nations, World Economic Survey 1935-1936 (Geneva, 
1936), p 200 Coimtervailmg import duties from 22}^ per cent to 56 per 
cent ad valorem were placed on many German products imported into the 
Umted States 

2 H Schumacher, op cit , p 225 The tense of the verbs has been 
changed 

3 Entz Meyer, “Devisenbewirtschaftung als neue Wahrungsform,” 
Weltwirtschafthches Archiv, Vol 49, No 3, pp 465-466 
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Were the “stable exchange rate^^ repiesented by the official value 
of the Reichsmark actually achieved by an “adjustment'’ of puces 
withm Germany, it would be pomtless to proceed, as we do m the 
next section of our analysis, to a discussion of the overvaluation of 
the Mark Eqmhbrium would have been bi ought about by defla- 
tion Alternatively, a reduction of the official value of the Reichs- 
mark would have lemoved the difficulty which Meyer refers to 
tactfully as “a pricing problem not solved by the mere hberation 
(of resources) from domestic consumption ” When the German 
authorities rejected these alternatives, they also rejected the “fun- 
damental prmciple of the classical gold standard,” which is its 
automatic or quasi-automatic operation According to Herr Funk, 
the Minister of Economics, the export trade involved some 40,000 
separate transactions daily, with upwards of 40 forms to be filled 
out for each transaction ^ This may be suitable to the purposes of 
the totahtanan state, but it can scarcely be thought compatible 
with the principles of an international gold standard 

The Overvaluation or the Mark 

To define the equilibrium rate of exchange formally is one 
thmg, to determine its value empiiically is another When the 
question involves the degree of overvaluation of a curiency duiing 
profound economic and financial disturbances, especially when the 
ordinary economic variables such as commodity prices, wages, 
interest rates, exports, impoits, and capital movements are subject 
at eveiy turn to authoritarian interfeience such as “price stops,” 
subventions, quotas, tariffs, and exchange contiol, the problem 
becomes formidably intricate The equihbrium rate itself has been 
defimtively described by Pigou as the rate which satisfies the 
condition for commodities entering into international trade that “a 
unit in the country of export shall buy a claim in the country of 
import to a unit minus the cost involved in sending it there”^, 
or in other words, that aside from discriminating monopoly, 
profitable international aibitraging operations in commodities are 
impossible But this definition, however logically invulnerable, 
involves something “easier said than done,” foi it does not afford 
more than an indication of the economic facts relevant to equilib- 
rium, nor more than a vague suggestion as to what statistical 

1 GiuUehaud, op cit , p 222 

2 A G Pigou, Essays in Applied Economics (London, 1923), p 157 
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operations viould be leqmred for computing the rate The Cassel- 
lan purchasing pov>eT panty does indeed piovide a definite line of 
attack, and, in the relative foim used exclusively since its modifica- 
tion by Cassel himself, this computed pant^^ indicates the equilib- 
rium rate, piovided a base 3 ear of relative equilibrium can be 
discovered, provided capital movements, relative intensities of 
international demand, and the differential values of tariffs and 
costs of transportation between the countnes involved have not 
changed much since the base year, and provided finally there have 
been no devaluations ^ 

One objection to purchasing power panty — that, following a 
foreign devaluation, prices either at h^me or abioad must adjust 
to the new panty rather than vice versa — loses its force when, as 
at present, the discussion does not assume as a datum the gold or 
gold-exchange panty of the home curiency, but instead enquires 
how large a devaluation in the home currency would be necessary 
to establish equilibrium Another comphcation is present but not 
crucially important — lean any year be found sufficiently representa- 
tive of international eqmlibnum to serve as a base^ The stabiliza- 
tion of the pound in 1925 is commonly supposed to have settled 
upon too high a level, and the valuation of the franc after 1928 to 
have followed too low a level ^ Furthermore it was undoubtedly 
true that an international pnee system was imperfectly reahzed in 
these years, if it is rigorously defiined as requiring that “not only 
wholesale prices, but costs of living, wages, and interest rates are 
in perfect harmony But as Pigou insisted, though incomplete 
economic eqmhbnum can easily jeopardize exchange equihbrium, 
the latter can be perfectly reahzed without a thoroughgoing eco- 
nomic equihbnum, and for practical purposes, moreover, approxi- 
mate allowances can be made for the pre-cnsis under- and over- 
valuations The most serious obstacle to the employment of pur- 
chasing power panty for European curiencies since 1931 is the dis- 
tortion of the prices of internationally tiaded items from general 

1 As to why and how these changes distort purchasing power parity 
away from true equihbnum, cf Howard S Elhs, German Monetary Theory, 
1905-1933 (Cambridge, 1934), Oh XVI, and idem, ^The Equilibrium Rate 
of Exchange/’ Ch III in Explorations in Economics (New York, 1936), pp 
26-31 

2 League of Nations, World Economic Survey 1934-1935 (Geneva, 
1935), p 50 

3 J B Condhffe, ^'Exchange Rates and Prices,’* Index, Vol 10, No 
109, p 5 
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domestic prices such as are embodied in wholesale or cost of living 
indices Of the forces undei lying this distoition, capital exports 
were most potent as long as they persisted, but we are probably 
warranted in ignonng them after the imposition of exchange con- 
trol, and certainly wan anted after the resort to complete mora- 
torium 

Thus far the limitations upon purchasing power parity as a 
measure of overvaluation are not in the aggregate senous Let us 
examine the results of this sort of calculation m the Geiman case 


German Wholesale Prices Expressed as Percentages 
OF British Wholesale Prices by Quarters* 
(1925-1927 ===100) 



I 

II 

III 

IV 

1931 

111 33 

112 02 

117 22 

143 28 

1932 

141 62 

138 43 

145 74 

150 33 

1933 

145 59 

147 31 

151 39 

156 72 

1934 

160 53 

165 36 

17127 

177 22 

1936 

178 41 

173 03 

171 56 

166 96 

1936 

168 12 

168 75 


159 04 


147 76 

143 87 

148 39 

155 69 


160 66 

166 48 


186 17 


* To make allowance for an approximate 10 per cent overvaluation of sterlinjs (1925- 
1931) British wholesale puces were first adjusted upward by 3 1 1 per cent For the underlying 
senes cf p 138 below 


In a literal sense we have here simply a numencal expiession of the 
relative degrees of geneial monetary deflation and inflation as 
between England and Germany Foi the veiy long lun, and in the 
absence of special one-sided obstacles oi stimuli to tiade, these 
figures would show the approximate overvaluation of the Mark 
But we aie dealing with the short run and with a situation pie- 
eminently characterized by one-sided forces which distorted the 
effective pnces of internationally traded goods and services away 
from general domestic pi ice levels To ignore this crucial difference, 
as Cassel apparently did in estimating the Mark to be 57 per cent 
overvalued in 1934,^ is to overlook the entire gamut of devices by 

1 Gustav Cassel, ^‘Em Gieichgewiclitsproblem,” Skaudinavxska Kredit- 
aktiebolaget, January, 1935, p 2 Cassel coireetly took as the basis English 
prices converted to a gold basis for purposes of comparison with a Germany 
still using an official gold Mark In this way he at least avoided the error of 
the Economist, which employed English “paper” prices and thus arrived at a 
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^luch Gerxiian\ sold her -v^aies at pnces below hei own wholesale 
pnces con\ert€d to foieign money at the official Mark parity, that 
IS, the -widespread use of various categories of cheap “blocked 
Maiks” and the resoit to export subsidies These procedures 
cause the estimates of ovei valuation in a simple purchasing power 
paiity calculation to exceed the overvaluation of the Maik in 
effective pnces to foieigneis We cannot theiefore employ this 
panty itself, but in conjunction with other facts we shall find it 
veiy useful at a latei juncture 

The extensive use of blocked Marks for German exports has 
not unnatuially suggested to certain wnters^ that the discount 
upon these subteiianean vane ties of the Maik might be employed 
as a measure of its ovei valuation Against this stands the attitude 
of authonties in Geimany that discounts upon blocked Marks have 
nothing whatsoever to do with a devaluation of the Geiman stand- 
aid nor, by implication, with an artificially high official Mark rate 
Even the term “blocked Marks’^ was foi a time shunned by the 
German hteiature in favoi of “blocked accounts’^, and this termi- 
nological nicety was taken as proof that the blocked accounts, 
negotiable at a discount, had no connection with the Eeichsmark ^ 
This attitude, it need scarcely be said, is completely specious Yet I 
should agree with Professor Hams when he maintains that 

“the degree of depreciation obtained by calculating a weighted average of 
the price of marks on exchange markets does not give us the proper correction 
The German subsidy method for a given depreciation of the mark is much 
more effective than a corresponding depreciation of sterhng (say) The Ger- 
man bounty is obtainable only when it counts, a condition which does not 
prevail under usual conditions of depreciation For this reason, a depreciation 
of the mark of 25 per cent, cetene paribus, may well be as effective in ridding 
the country of overvaluation as a depreciation of 35-40 per cent elsewhere 

Balogh^s phrase “selective depreciation^^ aptly characterizes the 

serious underestimate of Mark overvaluation m June, 1934, at 15 per cent 
against sterhng and 27 per cent agamst the dollar, cf Economist, Vol 118, 
p 1258, and pp 1378-1379 

1 Eg Mark Mitmtzky * ^Germany’s Trade Monopoly m Eastern 
Europe,’^ Social Research, Vol 6, No 1 (February, 1939), p 35 

2 Eg Rudolf Eicke, “Sperrguthaben und ihre Verwendungsmoghch- 
keiten,” Der deutsche Volkswirt, Vol 10, No 18, p 803, H Schumacher, 
op cit , p 223 

3 S E Hams, “Measures of Currency Overvaluation and Stabiliza- 
tion,” Oh IV m Explorations m Economics (New York, 1936), p 43, Harris’s 
itahcs 
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German system of multiple exchange rates/ and it accuiately 
paiaphrases Harris’s desciiption of the expoit bounty as ^Obtain- 
able only when it counts ” But the teim ^Ovei valuation’’ is under- 
stood by most persons, I believe, to refer to the maigm by which a 
single and unique rate of exchange would have to be lowered to pro- 
duce equilibrium, that is to say, under Harris’s “usual conditions of 
depreciation ” Unless we were to use the term in a quite stiange 
and easily misunderstood sense, the “overvaluation” of the Mark 
cannot be found, at least directly, in the multiple values of 
blocked accounts 

Sealing in mind the lack of parallel between ordinary devalua- 
tion and the discriminatory variety, we shall make use later of the 
aggregate amounts applied to the furthering of Geiman expoits 
through depreciated Marks Reflection upon this aggiegate 
immediately leveals that it cannot be used in isolation German 
exports weie also fmtheied by direct subsidies obtained by levies 
upon home industries oi simply by an additional item in the 
Reich budget But when the Economist concluded in the autumn of 
1935 that a 25 pei cent devaluation would be necessary to produce 
equihbiium, using only these diiect subsidies as a basis for calcula- 
tion, it likewise erred m the diiection of understatement ^ The sig- 
nificant aggregate embraces both the total of discounts on blocked 
Marks and the total direct subsidies of all sorts, and even with this 
aggregate at hand we have only one of the components of a com- 
plete picture of the overvaluation of the Reichsmark Theie is 
therefore small wonder that quotations upon blocked Marks, 
taken in isolation, lack significance These series are reproduced in 
the statistical appendix^, but they bear little resemblance to other 
and more reliable indices of ovei valuation, either m magnitude or 
in temporal vanation 

With respect to one particulai category of blocked Marks, the 
Aski, there might appeal to be good reason foi supposing that the 
pie vailing discount would affoid a satisfactory index of Reichsmaik 
overvaluation The Aski were acquired through current exports to 
Germany with full knowledge of then field of utilization, and not 
through fiozen debts acquired long before exchange control had 
been contemplated Their prices were foimed by free negotiations 

1 Balogh, op cit , p 481 

2 Economist, Vol 121, No 4802 (September 7, 1936), p 472 

3 Cf pp 397-398 below 
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hetv^een buyeis and ‘tellers, and, initially at least, their possible 
uses ^ere quite numerous From this combination of facts one 
might expect to deuve puces which would show directly the rela- 
tion of German to foieign puces on the sigmficant items of inter- 
national trade But almost from the beginmng the Aski accounts 
were subjected to curtailment as to uses, the list of Aski countries 
was reduced, and the accounts of nationals of the remaining coun- 
tries were made the subject of differential treatment In 1935 
Aski Marks were selling at a 20 per cent discount in the United 
States, 30 per cent in Chile, and 35 per cent in Colombia ^ They 
came to be another instance of “selective depreciation’^ and their 
multiple values, just as wnth the other categories of blocked Maiks, 
could not be taken to measure the depreciation which would be 
necessaiy for Reichsmaik currency as a whole Since 1937 then 
employment has decreased so far as to lender the question some- 
w^hat academic ^ 

Let us turn from the blocked accounts to explore the possi- 
bilities of a comparison of export prices This method of estimating 
the eqmlibnum rate of exchange has been championed by Harris, 
though without special reference to Geimany oi other exchange- 
contiol countries ^ The advantage of this method is that it elimi- 
nates the pnces of “purely domestic” commodities and costs of 
production, and retains only those actually entering into foreign 
trade Harns rejects the objection — as I have also ^ — that 
export puces tend to be unifoim the world ovei, if allowance is 
made for transportation costs and exchange rate, upon the basis of 
convincing empinc evidence to the contrary What result! are 
obtained from the expoit pnce comparison for Germany, taking 
export prices in England as the “othei country,” not only because 
of its own importance in Geiman trade but also because of its 
representing the entire sterling bloc? Such a computation would 
seem to lead to the conclusion that if, as the index shows, the pound 
and Mark w^ere in equilibrium at the pnces and exchange lates of 
1931, a 21 per cent overvaluation of the Mark had developed by the 
next year, and that the overvaluation had occasionally decreased 
below this figure but did not rise appreciably above it through 

1 Neue Ztircher Zeitung, October 29, 1935 

2 Economist, Vol 136, No 5007 (August 12, 1939), p 321 

3 Harris, op cit , pp 41-42 

4 Explorations in Economics, pp 28-29, and n 3 
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German and British Export Prices* 
(1927-100) 


1929 1930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

1 British Goldt 111 1 104 3 

841 

60 4 

56 8 

52 7 

50 3 

52 4 

57 0 

56 1 

Export Prices 

2 German Ex- 100 0 94 1 

82 5 

716 

64 7 

62 0 

59 0 

60 0 

64 0 

67 1 

port Prices! 

3 2 as percent 90 0 90 2 

981 

118 5 

113 9 

117 6 

117 2 

114 5 

112 3 

119 6 

age of 1 










* League of Nations Review of World Trade 1938 (Geneva 1938) pp 74 78-79 
t British export prices have been adjusted upward by 11 1 per cent to allow for a 10 per 
cent overvaluation of sterhng in 1927-1929 

X German pnces for 1938 refer to the old Reich excluding Austna but including Sudeten- 
land for the last quarter of the year 

1938 But this result diverges radically not only from general 
observation but also from other computed Mark panties on which 
it IS possible to place greatei reliance The obvious shortcoming of 
the e’s:port price comparison for Germany is its failure to allow for 
the sale of special kinds of Marks below official panty and for the 
sale of goods at less than cost of production through export sub- 
sidies But can we not utihze the export pnce panties by making 
allowance for these authontarian methods of supporting exports^ 
The German government took gieat care to spread a veil of 
secrecy over its export subsidy system No information has been 
divulged through regular channels, and German firms were even 
forbidden to enter the sums received in their books We have 
therefore to rely upon scattered estimates occasionally published 
abroad The export subsidy raised by the levy upon German 
industry and commerce after June, 1935,^ amounted to a 2-3 
per cent turnover tax, in 1935 it was expected to jneld 700,000,000 
Eeichsmarks from industry and 300,000,000 Marks from commerce 
and the banks, and in 1936, 600,000,000 Marks from mdustry, 

300.000. 000 Marks from agriculture Actual proceeds fell short by 

100.000. 000 Marks in 1935, but came up to expectations in 1936 
For 1937 and 1938 the levy for exports ranged between 800,000,000 
and 1,000,000,000 Marks ^ It is even more difficult to ascertain the 
extent of support given to exports by means of blocked Marks and 

1 A law empowering the Feich Chamber of Economy to impose such a 
levy was promulgated on Jime 29, 1935, but the levy is known to have been 
m force de facto for several months previous to this date 

2 Econonaist, Vol 121, No 4802 (September 7, 1935), p 472, Neue 
Zurcher Zeitung, April 30, 1936 
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the repui chase of Gemian bonds, but it has been estimated for the 
four ;>ears 1935 thiough 1938 at 600, 700, 700 and 500-600 milhon 
Marks ^ Applying these figures to expoits, obtain the folIo\\ung 
picture of government subsidies 


German- Export Subsidies, lOSS-lOSS 
(m million Reichsmarlvs) 



Proceeds of 
the Tax 

Blocked Marlvs 
and Bonds 
Repurchased 

Total Funds 
for Subsidy 

Exports 

Percentage 
of Subsidy 

1935 

900 

600 

1500 

4270 

37 5 

1936 

1000 

700 

1700 

4768 

35 6 

1937 

800-1000 

700 

1500-1700 

5911 

25-30 

1938 

800-1000 

500-600 

1300-1600 

5263 

25-30 


It would be rash to conclude from these figures, however, that the 
percentage of subsidy had fallen markedly in 1937 and 1938 By 
this time most of the German trade with Southeastern Europe, 
including Czechoslovakia, had been brought under domination of 
the Geiman clearing system and the sphere of influence of the 
Mark, and we are safe in assuming that no subsidies were required 
Ehminating the one-sixth of Geiman exports which went to this 
legion and distributing the subsidy over the remainder, we arrive 
at percentages of subsidy for 1937 and 1938 in the neighborhood of 
35 per cent There is a temptation to regard these percentages, 
running at about the level of 35 per cent for the years 1935-1938, 
as directly expressing the overvaluation of the Mark, but a truer 
account is given by these figures in conjunction with certain 
others 

Let the readei compare for himself thiee intimately connected 
phenomena, the interrelation of which we have indeed adumbrated 
but never before made exphcit — German wholesale puces in 
comparison with wholesale prices abroad, German and foreign 
export prices, and the German expoit subsidies ^ Each of these 
ratios has been proposed m some quaiter or other as the measure of 
Reichsmaik overvaluation, but it is only the composite of all three 
which leveals the actual situation Foi reasons piesently to be 
dwelt upon, no attempt is made to assemble these senes in tabular 

1 Financial News, November and December, 1937 Economist, Vol 
133, No 4973 (December 14, 1938), p 694 

2 Of pp 235, 239 above 
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form in order to offei precise numencal statement of the overvalua- 
tion Yet it will be apparent that the senes articulate with one 
another Ovei the penod 1935-1938 for which estimates of export 
subsidy exist, the percentage of subsidy at 35 per cent to 37 per cent 
very nearly, though not completely, fills the gap between the excess 
of German over British wholesale pnces (moving most of the time 
between 48 per cent and 78 per cent) and the excess of German over 
Biitish export prices (12 per cent to 20 per cent) None of these 
circumstances is surprising, and they house with one another har- 
momously A complete budging of the gap between the relation of 
wholesale pnces at home and abroad and the relation of German 
and foreign export pnces is not to be anticipated, because of the 
economical apphcation of devaluation through differential rates 
on vanous goods to vaiious countnes^ Export pnces were, in 
other words, reduced below the high level of wholesale pnces in 
Germany by a gi eater amount than a simple average of subsidy 
per unit On the other hand, even this adroitly apphed subvention 
did not suffice to offset the relatively high domestic pnces, with the 
result that export pnces remained from 12 per cent to 20 per cent 
higher than the Bntish This result made itseK felt in a dechne of 
German exports from 12 per cent of woild expoits in 1931 to eight 
per cent to nine per cent over the penod 1935-1939, a dechne in 
relative share of one-third to one-fourth ^ With regard to the prices 
foreigners weie actually paying for German goods, the Mark was 
on the average overvalued by 12 per cent to 20 per cent, with 
regard to the relation of internal prices at home and abroad which 
would have been significant for a unique and geneial devaluation, 
the Mark was overvalued from 50 per cent to 75 per cent, i e requir- 
ing a devaluation by 33/^ per cent to 43 per cent 

There are three notable circumstances which would point to 
an overvaluation in fact exceeding even the upper limit of the 
estimates In the first place, it is improbable that the export sub- 
sidies were sufficient to prevent actual loss to many firms on 
ceitain exports, the magnitude of subsidies being calculated only 
to preserve a modest competitive profit on a yearns operations 
Noimal consideiations of profitability had fiequently to give way 
before the onslaught of propaganda in favor of the so-called 
“foreign exchange piinciple’^ (Devisenprinzip) as against the ordi- 

1 Cf pp 236-240 above 

2 Cf p 393 below 
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nar} ^^reign trade pnnciple” fKostenpnnzip) ^ Furthermore, the 
formation of an exchange-contiol bloc under German domination 
made it possible foi Geimany to push her exports by a vanety of 
devices other than the reduction of export puces Both of these 
circumstances pertain to the compaiison of export prices, and make 
the German pnces louver than they Tvould be under the ordinary 
competitive conditions which underlie the traditional concept of 
eqmiibnum rates of exchange The third quahfication, on the other 
hand, pertains to the comparison of wholesale prices figuring in the 
purchasing power parity concept For years the German authori- 
ties have been intent on suppiessmg any tendency of prices to nse 
It IS not inconceivable that one part of the “suppression^’ should 
have been the resort to statistical maneuvers such as the not alto- 
gether disingenuous shifting of base years, weighting system, or 
sampling, which might retaid the advance of price indices ^ Another 
part of the suppression was, of course, the decreeing of maximum 
pnces and the introduction of rationing practices which constrained 
the depreciation of the Mark within nariower limits than otherwise 

For 1939 a sudden and considerable nse in overvaluation 
seems probable The attainment of full employment, the scarcity 
of certain kinds of labor and raw matenals, and the increased 
pressure on production from the side of armament surely point in 
this direction, and the reported doubhng of the export subsidy tax 
IS consonant with this development ® 

Loss AND Gain in Bilateral Trade 
A German Import Pnces 

(1) General Observations An overvalued currency umt 
usually signifies that the country secures in international trade 

1 Fntz HuMe, op cit , p 191, John Brech, *‘Der moderne Merkan- 
tilismua,’’ Wirtschaftsdienst, 1934, No 26, p 875 

2 When Mr Gnillebaud pleads that ^^one moment’s reflection will 
show” that publication of two sets of figures for official and pubhc use is not 
practicable, he should be reminded of a similar question, much discussed in 
the ’twenties, with respect to Russian statistics At that time one of the 
foremost authorities m Russian economics, the late Professor Zagorski, very 
convincmgly showed that double sets of figures were actually in use, at least 
as far as concerned certain parts of the published Russian materials Gf 
Guillebaud, op cit , p vi, and S Zagorski (Russian text), The Economic 
Situation m Russia (Pans, 1926), p 134 I am obhgated to Dr Gerschenkron 
for the exploration of this work m Russian 

3 Economist, Vol 133, No 4975, p 694 
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more favorable barter terms than otheiwise its exports fetch more 
and its imports cost less than they would at an equilibrium rate 
of exchange The overvaluation of the Mark with lespect to non- 
exchange-control countiies, however, pioduced a less favorable 
turn to Germany's barter teims than might be expected if account 
were not taken of the large amount of expoiting at rates below the 
official Reichsmaik paiity Fuithermoie, in clearing and compensa- 
tion trade, the German authorities occasionally took some account 
of the artificiality of the Reichsmark rate, though the concessions 
seldom were enough to realize anything approaching a true rate 
In the last four or five years preceding the piesent war, upwaids of 
80 per cent of Geiman trade went through clearings and com- 
pensations Rates of exchange in these relations v^ere subject to 
constant maneuvers, varying stiikingly between paitner countries 
Trade with countries having fiee currencies also passes through 
special rates depending upon the particular countiy and the partic- 
ular variety of blocked Mark involved In the section just con- 
cluded we have seen that the overvaluation was mcompletely offset 
by these special rates and by direct subsidies, and that an uncov- 
ered margin of 15 to 22 per cent in compaiison with England still 
remained on the average How much of an advantage accrued to 
the German economy by selling goods at this artificially high puce 
maigin, and to what extent the gain was offset by subsidy costs and 
other forms of non-economic exporting would be interesting facts 
for the student of exchange control But the intricacy of the situa- 
tion, the suppression of relevant information, and the impossibility 
of knowing how matters might have stood regarding the terms of 
trade m the absence of the course actually taken combine to make 
this particular phase of exchange a closed book 

Some indication of actual developments in the matter of the 
^'gain'^ of foreign tiade may neveitheless be derived from compari- 
sons between the costs of imports from exchange-control and from 
free-payments countries It does not answer the question concern- 
ing aggregate gain, which is probably a theoretical and statistical 
surd, even m the absence of complications set afoot by exchange 
contiol with an overvalued monetary standard, but it does some- 
thing toward showing which way the wind blew Let us proceed to 
this mquiry 

The forcing of trade into bilateral channels after 1931, par- 
ticularly after 1933, produced a momentous dislocation of German 
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German Tpadb ttith Europe the Rest op the World 
'IS Per Cent of Tot\l* 



Imports 

Europe 

Rest 

Exports 

Europe 

Rest 

1931 

55 9 

441 

810 

19 0 

1932 

53 6 

46 4 

810 

19 0 

1933 

54 3 

45 7 

78 0 

22 0 

1934 

57 5 

42 5 

76 5 

23 5 

1935 

616 

38 4 

73 2 

26 8 

1936 

59 8 

462 

70 7 

29 3 

1937 

55 6 

44 4 

69 3 

30 7 


* For soiirce and fuller data cf p 3S5 below 


exports away from European toward more distant markets Not 
only did this entail mounting costs of placing German products at 
the doorstep of the final buyer^ but also the loss of triangular trade 
through which Germany had traditionally paid for her purchases 
of overseas raw materials by her European export surplus ^ The 
evolution of German imports ovei the same period is not dominated 
by the same trend Until 1936 Geimany was apparently unable to 
maintain the former proportion of overseas purchases through the 
increasing pressure of European clearings, but the elaboration of 
clearing and compensation arrangements thereafter, especially with 
South Amencan countries, ^ made good the loss, at least in the 
proportion of imports Within the broad class of European imports, 
however, there was a consistent and persistent drift away from the 
western Emopean creditor nations — Great Britain, France, Bel- 
gium, the Netherlands, and Switzerland — as follows 


1931 

23 2 

1935 

20 3 

1932 

20 6 

1936 

18 4 

1933 

20 9 

1937 

17 7 

1934 

20 7 

1938 

16 9 


The successive reductions of German debt service preclude the 
explanation that imports fell in lesponse to the development of a 


1 The developments shown in the foregoing percentages of European 
and non European trade are still more marked if allowance is made for the 
fact that the statistics included Turkey under Asia to 1936 but thereafter 
under Europe If the former classification is retained, we obtain the following 


1936 

1937 

2 


Imports 

Europe Rest 

57 0 43 0 

53 8 46 2 

Cf pp 217-218 above, and pp 


Exports 

Europe 
69 0 
67 4 

386-387 belo^\ 


Rest 

31 0 

32 6 
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capital surplus in the balance of payments, the explanation hes in 
the difficulties of making purchases with strong currency coun- 
tries, and in Germany’s increased economic and pohtical interest 
in Southeastern Europe 

The violent shifting of expoits duimg the course of exchange- 
contiol histoiy fiom Euiopean to overseas countries and of imports 
from Western to Southeastern Europe bi ought its econoimc cost, 
bilateiahsm inevitably narrows the range of markets for both sell- 
ing and buying, as emphasized m the mtroductoiy chapter ^ Dui- 
ing the period when bilateral trade under clearings was officially 
regarded as the nefarious work of foreign creditor nations, it was 
permitted to speak of the unfavorable results of this sort of trade, 
candid expressions of disapproval were widespread ^ In 1935 the 
Institute for Business Cycle Research (Berhn) could venture to 
reveal the illuminating figures on page 89 regarding import costs 
from clearing and non-clearing countries 

Most diamatic aie the excesses of clearing over non-clearing 
prices in the cases of oil, cotton, and wool, which show margins in 
the third quartei of 1935 of 45 per cent, 24 per cent, and 24 per 
cent A dechne in the price of petroleum on fiee-currency markets 
in 1935 was actually accompanied by a use in the clearing price 
Not all prices throughout the three-year period reveal the same 
tendency, but m geneial theie is a stiiking preponderance of prices 
in clearings exceeding the free-currency levels Oil fiuits and seeds 
depart from this pattern only in the last quarter included For 
lumber there is a reversal of the general tendency in 1934 and in 
the third quartei of 1935, but the absence of an official clearing with 
Austria, an impoitant source of German supply, and the inclusion 
of Austrian imports through the device of compensation under 
“non-clearing” countiies account for this change In the case of 
cotton in 1933 and 1934, the crop and marketing restrictions of the 
United States are responsible for the deviation Copper in 1933 
represents the only extreme reversal of a geneial tendency for the 
German import puces through clearings to exceed the prices through 

1 Cf p 25 above 

2 Cf Huble, op cit , p 206, and idem, ^'Das Cleanngwesen im Aussen- 
handel vom deutschen Standpunkt aus,^^ Jahrbucher fur Nationalokonomie und 
Statistik, Vol 146, No 2, pp 171-205, Reicbskieditgesellachaft, Geimany s 
Economic Development m the First Half of 1938 (Berlin, 1938), p 48, and 
idem, Germany's Economic Situation at the Turn of 1937-1938 (Berhn, 
1938), p 50, Benning, op cit , p 68 
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Average Import Prices oe Import ajstt E^w Materials 
Purchased by Germany prom Clearing 
AND FROM NoN-ClE4.RIIsG COUNTRIES* 

(In Reichsmarks per metnc ton) 

a, All Countnes, b, Cleanng CoimtrieS; c, Non-Cleanng Countnes 


Commodities 


1933 

1934 

First 

half 

1935 

Third 

quarter 

1935 

Wool 

a 

1,345 

1,791 

1,524 

1,747 


b 

1,540 

1,833 

1,692 

1,902 


c 

1,218 

1,756 

1,269 

1,526 

Cotton 

a 

649 

651 

797 

848 


b 

490 

592 

898 

964 


c 

658 

663 

708 

780 

Lumber 

a 

55 

53 

51 

53 


b 

55 

51 

51 

51 


c 

54 

55 

51 

59 

Oil fruit and oil seed 

a 

117 

99 

110 

121 


b 

133 

114 

123 

121 

Petroleum and its 

c 

109 

89 

102 

121 

derivatives 

a 

48 

44 

44 

42 


b 

65 

57 

53 

55 


c 

47 

43 

41 

38 

Copper 

a 

494 

423 

357 

382 


b 

526 

426 

357 

383 


c 

444 

421 

357 

380 


* V z K Vol 10 No 3 Part A (1935 N S ) p 333 


free exchange In view of the importance of this matter it seems 
advisable to select the most ehgible commodities for further statis- 
tical investigation, and to subject them to more detailed analysis ^ 
The case of cotton affoids a paiticularly intimate view of the opera- 
tion of bilateral trade, copper and wool present less simple cases, 
but general tendencies are nonetheless discermble 

(2) The Costs of German Imports of Cotton The analysis of 
German imports of this commodity includes the physical volume 
and the total value paid foi imports of cotton by countries of 

1 The choice of commodities for investigation is narrowly hmited by the 
available statistics The extersion of clearings in many cases completely 
ehminated imports from free currency countries, and thus ehroinated the possi- 
bihty of price comparisons In other cases different commodities are embraced 
under one customs heading Finally the reorgamzation of the German trade 
statistics in 1937 prevented the continuance of price comparisons beyond 
that year 
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ongin, the relative shares of each of these countries in the total 
importation, the average import price paid by Germany as a per- 
centage of the world price, and finally, the ratio of prices obtained 
from Germany by specific cleanng countries to prices obtained by 
a non-clearing country The figures of physical volume show a 
strong shiinkage of cotton import, even in 1936 and 1937, m the 
midst of a high degree of employment in Germany, this import fell 
shoit even of the crisis year of 1931 ^ On the whole, however, 
exchange control and dealing did not lead to as great a collapse as 
might be expected cotton impoits persisted at about three-fourths 
the pre-cnsis level It is not in the total volume but m the alloca- 
tion of imports and the costs that we see the disruptive force of 
bilateialism 

Before 1931 something like two-thirds to thiee-fourths of 
German cotton impoits were obtained from the United States, 
about one-tenth fiom British India, and about one-fifth from Egypt 
Only minor variations m the share of these three suppliers occuiied 
befoie 1934 the Indian share dechned somewhat, but the Umted 
States maintained its predominating position The mtioduction 
of Schacht^s New Plan in 1934, with its intensified drive for bilater- 
ahsm of trade, changed this scene completely, as may be seen by a 
companson of 1934 and 1935 with the pieceding years in Table I 
The share of the Umted States in German imports of cotton fell 
abiuptly to little more than one-fourth, Egypt doubled its lelative 
pre-ciisis share, Brazil rose in an astonishing fashion fiom almost 
nothing to one-fifth, and Turkey appeared upon the list of coun- 
tries, with a modest share it is true, but evidently because cotton 
culture was mtioduced with the sole puipose of supplying Geimany 
Biitish India maintained its appioximate position, but this was 
possible only through a cost to Germany which we presently 
explore 

Later developments did not substantially alter the new situa- 
tion of 1934-1936 Imports fiom Brazil fell temporaiily in 1936 to 
half then 1936 level and recoveied the ground lost by 1937 This 
sudden dechne was caused by the termination of the German- 
Brazilian clearing agreement at the instance of Brazil, allegedly 
(m Germany) because of pressure by the Umted States, ^ but m 

1 Cf p 160 below 

2 E.e)chskreditgesellschaft, Germany’s Economic Development m 1935, 
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reality because of the accumulation of a large German clearing debt 
Exactly the same mcident was re-enacted in the summer of 1939 ^ 
the same reason existed foi the Brazilian action, and the same 
allegations leappeared in Geimany ^ The abiupt cutting off of 
producers’ outlets, illustiated in these cases, plays havoc with the 
economic calculations of the individual, puts pioduction plans 
upon a hand-to-mouth basis, and adds to the inevitable faux frais 
of clearings ^ 

The diversion of German cotton imports to Egypt and Brazil, 
in consequence of the necessity of emplo3nng clearing balances 
where vei they weie available, was bound to produce unfavoiable 
effects on the German textile industry, qmte aside from the price 
of raw cotton The use of high quality, long staple Egyptian cotton 
for the coarse cotton fabiics produced foi domestic consumption 
raised the cost of these textiles and led to a senes of decrees fixing 
prices and lestiictmg output ^ Biazihan cotton was coarse and 
ill-adapted to the German textile machinery, and here again costs of 
production mounted German firms found themselves compelled, 
partly by econoimc necessity and paitly by authoritarian action, to 
resort to domestic linen and layon yarns ^ Such shifts as these, in 
some cases to bettei and fiequently to mfeiior quahties m textile 
manufacture, affect the cost of living If only bettei and more 
expensive quahties are available, or if the standard textiles undergo 
detenoration, an index of the cost of living based upon the pievious 
grades conceals a real sinking of the standard of living As a result 
the almost horizontal course of this index for long periods together 
has to be taken with due reservations ® 

But the increased cost of production arising fiom technically 
or economically inappropriate grades of raw cotton pales into 
insignificance compared with the use in import prices paid in 
bilateral trade On rare occasions diiect quotations were made of 
free and clearing import prices Thus Egyptian cotton was 
quoted in October, 1936, at 105 6 Reichsmaiks per 100 kg in free 
exchange and 125 0 Reichsmarks in barter, with corresponding 

1 Reichskieditgesellschaft, Germany’s Economic Situation at the Turn 
of 1938-1939, p 110 

2 Of E C D Rawhns, Economic Conditions m Germany, Depaitment 
of Overseas Trade (London, 1936), p 123 

3 Cf pp 205-206 above 

4 Rawlins, op cit , pp 123-127 

5 Cf Figure 23, p 210 above 
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figures for October, 1936, at 82 2 and 121 5 Reichsmarks ^ However 
diamatic such facts may be, actual quotations appeared so inf re- 
quenti}', especially as in this case for imports from a specified 
country, that ve must proceed by the indnect method of dividing 
the pubhshed customs leturns on total value of cotton imports 
from a particular countiy by the recorded volume The results are 
shown in Table II, which ser\es as the basis for Tables III and IV 
In Table III, the average pnce paid by Geimany for cotton 
imports IS expressed m line five as a percentage of the world market 
price It mil be noted that, though this percentage is subject to 
ups and downs both before and after the institution of exchange 
control, the level about which variations occur is noticeably higher 
duiing the later peiiod This is tiue even with the data utihzed m 
Table II, but the relative height of German import prices would be 
much greatei m 1936 and 1937 if we weie to employ the isolated 
data foi these years supphed by the Dresdner Bank The average 
import prices of 910 and 930 Reichsmaiks for these yeais give 
relatives of 132 per cent and 107 per cent 

Of consideiably greater sigmficance is a comparison of the 
German import price for cotton from three typical clearing coun- 
tries with the world market pnce for cotton from the same coun- 
tnes For ease of comparison these prices have been expressed m 
Table IV as percentages of the current price on Amencan cotton 
We perceive from Table IV the following (a) The price for 
German imports of Egyptian cotton showed no tendency to follow 
the Amencan price Thus Germany had not only to purchase the 
more expensive grade of cotton but also to pay much more for it than 
countries purchasing outside the clearings on the world market 
(6) Cotton import pnces fiom British India reveal the same 
non-competitive character Havmg vaned between 70 and 80 per 
cent of the American price until 1935, the Indian price sprang to a 
new^ level of 95-97 per cent for the next three years The volume 
of cotton imports from British India, as we remarked befoie,^ was 
maintained, and it was maintained m the teeth of paying the Ameri- 
can price for an inferior grade of cotton It is mterestmg, further- 
more, to observe that, despite the discontinuance of compensation 
deals with India in 1937,^ the German impoit price for cotton 
remained stable This seems to indicate clearly that, once trade 

1 ReichskreditgeseUschaft, Germany's Economic Situation at the Turn 
of 1937-1938, p 50 

2 Of p 247 above 

3 On February 24, 1937 Cf R E 22/37, B St 10/37 Ue St 



(In Eeichsmarks per metric ton) 

1928 1929 1930 1931 1932 1933 1934 1935 1939 1937 

Egypt 2,507 2,416 1,858 1,265 946 918 872 998 1,104 1,055 
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A Decide op Gebmw iMPOPTb op CoTTO^ 

IV Germ^ Import Prices 4Nd Woplb M^ket Prices as 

pERCEVr4.GES op THE AMERICAN (XJmTED StATES) PrICE* 



1931 

1932 

1933 

1934 

1935 

1936 

1937 




German Import Pnces 



Egj'pt 

137 

136 

134 

131 

148 

165 

159 

Bntish India 

75 

84 

77 

71 

95 

96 

97 

Brazil 

107 



131 

165 

151 

140 




World 

Market 

Pnces 



United States 

100 0 

100 

100 

100 

100 

100 

100 

Egypt 

141 1 

142 2 

110 3 

109 2 

114 7 

118 8 

127 2 

British India 

90 0 

88 3 

75 1 

75 6 

79 9 

74 3 

771 

Brazil 

101 3 

104 8 

98 8 

95 5 

96 8 

93 7 

915 


* German import pnces as given in Table II world market pnces from the Empire Cotton 
Review (Manchester England) 


connections and channels of supply have been estabhshed under the 
auspices of clearing and compensation, it is not easy to turn to new 
sources Not only the intioduction but also the relaxation of 
exchange control entails costs, and these costs serve as obstacles to 
the removal of control Ultimately, as Huhle says, the gam to the 
national economy would outweigh the costs of readjustment^ but 
the elasticity of economic foices in international trade may be 
seriously impaired in an authoritarian legime, and the new sources 
of supply may be found only after delay 

(c) Brazilian cotton prices showed a decided falling tendency 
on world markets relatively to the price of the Umted States, 
finally arriving in 1937 at a margin only per cent lower, never- 
theless Germany had to pay foi Brazihan cotton in 1935, 1936, and 
1937 pnces which exceeded the American price by 65, 51, and 40 
per cent^^ It may be noted that the high price obtained from Ger- 
many for its cotton exports caused an artificial growth of cotton 
culture m Brazil (at the expense of other crops) and threatened a 
seiious overproduction ^ From the Geiman angle, m turn, there is 
little doubt that the impact of her own demand, falling upon new 
markets under the influence of bilateral tiade, was one of the mam 

1 Fritz Huhle, “Das Cleanngwesen,” loc cit , p 205 

2 Brazilian coffee imports by Germany m 1934 and 1935 took place at 
pnces nning from 63 Eeichsmarks to 70 Reichsmarks per 100 kg , despite the 
decline of prices on world markets Cf Wirtschaftsdienst, Vol 21, No l,p 18 

3 E M Harvey and W C Bruzano, Report on Economic and Commer- 
cial Conditions in Brazil, Department of Overseas Trade (London, October 17, 
1937), p 100 
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reasons for the high import prices, not only from Brazil, but also 
from all the other countries covered in the tables, with the excep- 
tion of the Umted States 

(3) The Costs of German Imports of Copper The statistics of 
German imports by countnes^ have little significance for the present 
subject, save for the fact that imports from the Umted Kingdom 
neaily doubled from 1934 to 1935 undei the influence primarily of 
the Anglo-German payment agreement of November, 1934 ^ The 
United States lost heavily in relative share throughout the period, 
not as a consequence of exchange control in Germany, but simply 
through the general decline of our copper exports in competition 
with the advent of effective exploitation of deposits m Ehodesia ^ 
Our interest centers rather in the behavior of German import prices 
If we carry thiough the comparison of these puces, obtained by 
dividing the annual impoit volume by the annual import value, ^ 
with the London puce of electrolytic copper, as suggested in an 
analysis by the Reichskreditgesellschaft, we obtain the following 
rather surprising results 



1 Average German 

2 World Market 3 

1 as Percentage 


Import Price* 

Pncet 

of 2 


(In Reichsmarks per metric ton) 


1928 

1,269 

1,397 

90 8 

1929 

1,641 

1,714 

89 9 

1930 

1,187 

1,248 

95 1 

1931 

816 

800 

102 0 

1932 

546 

527 

103 6 

1933 

494 

503 

98 2 

1934 

423 

417 

101 4 

1935 

375 

429 

87 4 

1936 

449 

622 

86 0 

1937 

665 

729 

911 


* Statistisches Jahrbuch fiir daa Deutsche Reich 

t London price of electrolytic copper from Metallgesellschaft Aktiengesellachaft Metal 
Statistics 1929-1938 (Frankfurt a/M , 1939) original series m old gold dollars conrerbed to 
Reichsmarks ($1 4 198 Rm ) 

The most striking aspect of these figures is the fall, m recent 
years, of the ratio of German import pi ice relative to London price 
to levels helow the pre-depression rates But it is quite improbable 

1 Of p 391 below 2 Cf pp 213-219 above 

3 For valuable suggestions concerning German imports of copper I am 
indebted to Mr Francis McIntyre of the Department of Economics, Indiana 
University I am also indebted to Mr John S de Beers for the share of refined 
copper m German imports and the London price of electrolytic copper His 
friendly criticisms caused me to relinquish the computations of the first pub- 
hshed form of this work, and to revise the comparison of German import 
prices of copper with the world market 

4 Cf p 391 below 
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that Germany actually secured copper on more favorable terms 
than before 1929 such a situation ^ould be unique amongst all 
imports for \vhich there are data available, and it v^ould be qmte 
mexplicable Furthermore, the semi-official source responsible for 
the data on p 246 admitted that copper imported into Germany 
o\er the clearmgs cost more than copper imported over the free 
relations durmg two and one-quarter years out of the two and one- 
half years covered We must assume, therefore, that m this case as 
m many others Germany was forced to turn mcreasmgly to im- 
ports of mferior quality This supposition is borne out fully by the 
factual evidence, which shows that the share of refined copper m 
the total of German copper imports declmed from 91 2 per cent 
to a low point of 17 9 per cent m 1936 If we weight the London 
copper price according to the proportion of refined and standard 
copper m German imports m each year, we obtam figures differmg 
substantially from those just considered 


A Decade of German Ijmports of Copper 
German Import Prices and World Market Prices 



1 

Refined 
Copper 
as Percent 
of German 
Imports* 

2 

Price 
Margin 
in London 
between 
Standard 
and Refined 
Copperf 

3 

London 
Price 
Adjusted^ 
in Rm per 
Metric Ton 

4 

Average 
German 
Import 
Price§ 
in Rm per 
Metric Ton 

5 

4 as 

Percent- 
age of 3 

1928 

912 

- 8 35 

1,388 

1,269 

914 

1929 

76 9 

-11 29 

1,669 

1,541 

92 3 

1930 

741 

-12 09 

1,209 

1,187 

98 2 

1931 

66 2 

-10 72 

771 

816 

105 8 

1932 

416 

-1180 

491 

546 

1113 

1933 

43 8 

-1140 

471 

494 

104 9 

1934 

510 

-10 34 

396 

423 

106 8 

1935 

25 2 

-10 58 

395 

375 

95 5 

1936 

17 9 

-10 31 

478 

449 

93 9 

1937 

29 8 

- 9 16 

682 

665 

97 5 


* Computed from Metallgesellschaft Aktiengesellschaft Metal Statistics 1929-1938 
{Frankfurt a/M 1939) mid month figures averaged 
t The Statist (London) 

t London price of refined copper as given on p 253 above combined with the London 
price of standard copper as given in Col 2 above according to the weights of Col 1 
§ As given on p 253 above 


These results seem to be considerably closer to the actual 
Situation and they conform more closely to the figures on copper 
import prices for 1933 and 1934 as given by the Berlin Institute 
for Business Cycle Research They show a stronger rise of German 
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import over the v^ovld market price than the figures on p 253 
revealed, and they show no mstance of the German import price at 
a ratio below the 1929 ratio to the world price That the ratio fell 
below 100 m recent years is explained by an mcreasing unwilling- 
ness of copper exportmg countries to take payment through the 
clearings To the extent that this occurred, Germany paid high 
prices for her copper imports m a way not reflected in the quoted 
prices on copper effective payment m free foreign exchange en- 
tailed lower export prices on German goods sold upon world 
markets 

(4) Prices of Geiman Impoits of Wool Table I, showing the 
peicentual share of mdmdual exportmg countiies in Germany's 
total imports of wool, reveals m a veiy dramatic fashion the dis- 
placements in the channels of trade wrought by bilateralism The 
share of Austialia, tiaditionally the chief source of supply, fell 
from more than 30 per cent in 1931, to 11 percent in 1935 In 1935 
the imports of New Zealand, which in the two years pieceding had 
run above 10 pei cent, suddenly dropped to per cent This is 
accounted for by the Geiman trade drive in Argentina, which 
advanced m German imports fiom 12 to 18 per cent, and in British 
South Afnca, a region which fell under National Socialist pohtical 
influence, from 11 to 21 per cent (m compaiison with 1934) The 
same year (1935) also witnessed a doubling of wool imports from 
England as an entrep6t undei piessure of the ovei valued Mark 
late and the payment agieement concluded at the end of 1934 

These shifts in supply were accompanied by import-price and 
quality changes directly ascnbable to exchange control In 1934 
and 1935 import puces foi the first time^ rose above world market 
prices In 1936 and 1937 the fall of the index is cleaily ascnbable 
to a substitution of cheapei grades of wool So extieme was this 
shifting of quality that at one time the German demand for the 
mfeiior crossbred wool actually advanced its import price above 
the level of merino ^ 

1 Except for a smaller excess in 1930 

2 Fritz Huhle, “Das Kompensationsgeschaft m Hahmen der deutschen 
Handelspolitik,^’ Jahrbuchei fur Nationalokonomie und Statistik, Vol 145, 
pp 206-207 

Mr C J Fawcett, General Manager of the National Wool Marketing 
Corporation (Boston), informs me that since Geimany has used a large amount 
of “medium^^ and “defective’' types of wool, an average price for German 
imports equal to the average London pnce would signify % substantially higher 
effective pnce for equal qualities 
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Wnting upon the National-Sociahst Foui-Year Plan, Pro- 
fessor Mackenioth of Kiel expiessed the view that “foreign raw 
mateiials appear to be fantastically cheap If one were to fix 
attention exclusively on the overvalued Mark exchange late, this 
would be the deduction That this influence was more than coun- 
teracted by the combined effects of concealed devaluations and 
bilateialism seems to be amply attested by German import prices 
We now turn to the question as to whether these losses m impoit 
prices were, as has been contended,^ more than offset by high export 
prices 

B German Clearings with Southeastern Europe 

When the Gieat Depiession began to yield to belated recovery, 
the Inghly industrialized Germany was able — at the cost, it is true, 
of civil hbei ties and the fiu ther disruption of international economic 
relations — to build up a semi-insulated economy and to mciease 
production and employment by tremendous strides No such 
course was open to the agiicultural countries of Southeastern 
Europe Antiquated methods of production made them easy prey 
of American competition and the chief victims of agricultural 
depression Migration to relieve overpopulation was baried by 
foreign restrictions, boi rowing to carry through a rationahzation 
of the productive apparatus was impossible in the shattered inter- 
national capital market, and indeed, the burden of existing foreign 
indebtedness was so great as to delay resort to the necessaiy 
devaluations to make potential expoits marketable Fuithermore, 
new industrial ventures, called into being in the post-war exuber- 
ance of nationalism, seemed to require the very protection which 
exchange control automatically affords 

This grave economic plight, coupled with a lack of gold and 
devisen reserves and a plethora of agiicultural stocks held on 
government account, thrust these countries into clearing and com- 
pensation agi cements and into the German bilateral trading sys- 
tem Undoubtedly the Balkan countiies and Germany embody 
the “naturaF' complementarity of agricultural and industrial 
countries, and this complementarity is furthered by geogiaphic 

1 G Mackenroth, Bericht uber den Vierjahresplan, Jahrbucher fur 
Nationalokonomie und Statistik, Vol 148, No 6 (December, 1938) 

2 Amongst others by Guillebaud op cit , pp 158-159, cf abo p 269 
below 
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proximity But economic distances aie not always proportional to 
nules, tiansportation by rail from Bulgaria, Gieece, and Turkey to 
Germany is costly, the sea route ciicuitous, and Danube shipping 
linuted in capacity It is scarcely conceivable that Geiman trade 
with this region vould have developed as far as it did, had it not 
been for an e\ident resolution on the part of Geimany to press her 
trade at all costs and to extend hei sphere of economic and pohtical 
influence 

(1) Bilateral Balance and Volume ol Tiade During the year 
1932 Geimany concluded bilateral trading agreements with the six 
countries of Southeastern Europe with the avowed purpose of 
providmg amortization of her outstandmg credits to this region ^ 
True to expectations, the balances of trade between Germany and 
each of these countries began to fall off, as shown in the table 
on page 102 E\en in the next year the balances of three coun- 
tries reached their minima for the decade 1929-1938 at a value 
close to zero, and m addition Hungary's balance — though slightly 
larger than in 1937 and 1938 — was almost negligible The two 
remammg countries followed shoitly with the German-Bulgaiian 
balance at its mimmum in 1935 and the German-Greek balance in 
1936, in both cases at veiy small values 

How was this bilateral balancing achieved'!^ Anthmetically 
there are three possible combinations the ^^deficient^' side (eithei 
exports or imports) could inciease, the ''excessive’^ side decrease, 
both sides could decrease, but the excessive side more, or both 
sides could mciease, the deficient side more ^ Two examples of 
each of these combinations happen to occur amongst the six coun- 
tries under leview In tiade with Rumania and Hungary, German 
exports and imports both dechned to reach the appioximate 
equality in the ca^je of Rumama by a greater decrease of German 
imports, for Geimany had had an unfavoiable balance, m the case 
of Hungary by a gi eater decrease of German exports, foi Ger- 
many’s balance was favoiable In tiade with Jugosla^na and Tur- 
key, the deficient sidefiom the Geiman angle increased, the exces- 
sive side decreased with Jugoslavia, with which Geimany had a 
favoiable balance, German exports decreased and imports increased, 

1 Gf pp 201-202 above 

2 From an arithmetic angle, two more combinations would appear if 
either side remained the same, and the other increased or decreased to equal it 
Trade statistics would probably never show exports or imports exactly the 
same for two j^ears, hence these combinations may be ignored 
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Total Imports 5917 629 8 368 9 273 8 236 4 315 7 412 5 505 4 6718 6519 

Total Exports 657 5 555 2 4013 230 2 190 6 221 5 319 9 454 3 666 8 695 7 

Total Balancer +65 8 -74 6 +32 4 -43 6 -45 8 -94 2 -92 6 -51 1 -5 0 +43 8 

4* Statistisches Jahrbuch fur das Deutsche Reich Wirtsehaft imd Statiatik, 1939, Vol 19 No 5, p 177 (Old Reich ) 
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with Turkey, vnth which Germany had an unfavorable balance, 
German imports decreased and exports increased In tiade with 
Bulgana and Greece, German exports and imports both increased, 
in both cases, because the German balance was unfavorable, the 
balance was brought about by a moie rapid increase of exports 

It has sometimes been said that bilaterahsm “causes exports to 
fall to the le\el of impoits This statement quite ob\nously errs in 
two respects, even if bilateralism is found to ha\e a restnctne 
influence upon foreign tiade In the first place, such a restrictive 
mfluence reqmres only that the excessive item {whether exports or 
imports) should fall more than the deficient item rises, not “fall to 
the leveh^ of the deficient item, or that the excessive item falls 
moie than the deficient item falls In the second place, bilaterahsm 
might have a restiictive influence and still not “cause^’ the fore- 
gomg conditions to be reahzed, if it were offset by other forces 
What hght is cast upon the influence of bilaterahsm by the behavior 
of Germany's balances mth the six countiies of Southeastern 
Europe 

Qmte patently another factor of the first order of importance 
was operatmg along with bilateiahsm — the general course of 
depression and revival Of the six cases of balancing, the two 
brought about by declines in both exports and imports by Germany 
come in the depression years of 1932-1933, and the two cases of 
balance by a growth of both items occur in the recovery subsequent 
to 1933 The two cases of balance by upward levision of the defi- 
cient side and downward revision of the excessive side come in the 
depression years, they include one case of a small increase of exports 
plus imports (Jugoslavia) and one case of a small decrease of total 
trade (Turkey) If the influence of bilaterahsm is downwaid, 
depression intensified its effects and revival sufficed to offset it, but 
if bilateiahsm had the opposite effect, the statistics could be inter- 
preted as resulting fiom offsetting of its force by depiession and an 
intensifying by revival This inconclusiveness is augmented by 
the possibihty of at least three other variables Bilaterahsm con- 
strams the flow of trade into new and unwonted channels, and 
reahzes new points on the cost and demand functions m interna- 
tional trade, but these new amounts of supply and demand for some 
countries signify inevitably new schedules for othei countries We 
cannot know whether Southeastern Europe gamed oi lost from this 
process In the second place, the extension of cleanngs tends, as 
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we have observed befoie/ to deflect an increasing share of the 
country's tiade toward clearing partneis Ovei the years 1932- 
1933 the share of Geiman total exports and total imports going to 
and coming fiom Southeastern Europe declined veiy slightly, but 
these weie also the yeais of substantial German exports to Western 
Europe and America under the scrip and bond-repatriation devices 
Aftei 1933 the shares begin to increase, and 1934 does indeed seem 
to show the deflection of trade to clearing countries in a fair degree 
of isolation The year 1935 marks the advent of a third vanable, 
the German trade drive to the southeast Whatever the influence 
of bilaterahsm per se, economic revival and the trade-drive com- 
bmed to produce a decided upward-balancing of exports and 
imports In retrospect we are unable to isolate the force of bilater- 
ahsm A concluding section on exchange control in Germany 
approaches the problem from a moie inclusive basis — the general 
export and import '^teims^^ for Germany, and a final theoretical 
chapter deals with the question upon an a prtorz basis supplemented 
by some empiric venfication 

Within a shoit time after the accession of National Sociahsm 
to the government, the German economy — as we perceive more 
clearly today than then — was oriented toward a futuie war The 
supply of imported raw mateiial for this purpose came to be the 
Archimedean point of Geiman commercial policy, a corollary of 
the slogan ‘^Export or die ” Prompted by the desire to buy from 
sellers who did not or could not demand payment in devisen, 
Geimany began large purchases through her clearings with the 
Southeast The exact time when the diive was launched differs 
amongst the several countries The first clearing agreement with 
Turkey removed import quotas on German goods and provided for 
the payment of 30 per cent of the value of German exports m 
devisen, as a result, German expoits to Turkey increased between 
1933 and 1934 from 36 3 to 37 9 million Reichsmarks, with a 
parallel increase in German imports For Hungary also, 1934 
marked the beginning of stiongly increased Geiman trade, par- 
ticularly of imports, but for Bulgaria, Jugoslavia and Rumania, 
it was rather 1935 which witnessed the openmg of the German 
commercial campaign We shall follow the mam developments of 
this phenomenon in the six countries of Southeastern Europe, with 

1 Cf p 121 and pp 223-224 above 
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especial emphasis upon Jugoslaina, for it can sen e satisfactorily as 
a protot;^pe for the action else'vvhere 

(2) Jugosla\ia The pi elude to the onslaught upon Jugoslavia 
^as a commercial treaty of 1934, pioiuding foi the hquidation of a 
Geiman ciedit balance of 100 million Dinars, and resulting m a 
substantial export surplus by Jugoslavia to Geimany the next year 
Earlier efforts to achieve this result by stimulating Jugoslavian 
expoits of poultiy, eggs, prunes, and othei agiicultural products 
had come to naught through German measuies to protect her 
'^peasant gentry'^ from foieign competition ^ The beginmng of 
German purchases was hailed with enthusiasm, the more so because 
of the League of Nations^ sanctions being cuirently applied against 
Italy, which had fuimshed Jugoslavia with her most important 
export market Germany was by no means tardy in taking over 
Italy^s place by estabhshing pui chasing agencies throughout the 
country But the result of Geimany’s buying campaign was the 
accumulation of German debit balances in the clearing ^ It may 
appear anomalous that the Jugoslavian favoiable balance of 153 
imlhon Dmars m 1935 should have been accompamed by the rise 
of German dealing debts by 167 million Dinais Clearing and trade 
balances need not correspond, however, inasmuch as the clearmg 
included other items beside visibles and excluded tiade ^‘on terms 
We shall see presently^ that Germany was able by a clever turn to 
derive marked advantages from the accumulation of clearing debts 
despite a really balanced trade Apology has been offered for the 
accumulation of these debts on the basis that an agricultural 
country naturally piles up credits duiing the months followmg the 
harvest ^ Unfortunately for this thesis the largest single inciease 
of Jugoslavian balances occuired in the first half of 1935 In any 
event, the prolongation of the waiting period bore with great 
seventy on Jugoslavia, and for all countries of Southeastern 
Europe, poorly supplied as they were with woikmg capital 

The imtial enthusiasm for German purchases soon gave way 
to apprehensions concerning eventual payment Transactions had 

1 H N Sturrock, Eeport on Economic and Commercial Conditions in 
Jugoslavia, Department of Overseas Trade, June, 1934 (London, 1934), p 24 

2 In December, 1934, 223 molhon Dinars, April, 1935, 300 June, 1935, 
260, September, 1935, 320, November, 1935, 362, December, 1935, 400 

3 Cf pp 264, 266, 267 below 

4 Royal Institute of International Affairs, Southeastern Europe, A 
Political and Economic Survey (London 1935), p 198 
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been earned on at an official rate of 17 6 Dinars to the Maik, 
which admittedly overvalued the latter cmiency The National 
Bank of Jugoslavia attempted to cope with the situation by pei- 
mitting the sale of expoiteis’ Maik-cleaiing bills at a four per cent 
discount, but the reduction of the German dealing debt in the 
summer of 1935 pioved to be temporary In November the dis- 
count was laised to 15 pei cent, with a six-months waiting-peiiod 
in the cleanngs for Jugoslavian exporters, this discount together 
with the loss of interest, dealing fees, and other costs m the clearing 
amounted to 30 per cent per annum and turned profits m most 
cases into losses ^ Finally, in January, 1936, regulai dealing was 
suspended m favor of something resembling the Austrian ^'private 
clearing’^ opeiating upon a latio of 12 83-14 50 Dinars to one 
Maik The letuin to a relatively tiue rate apparently rested 
upon a stiengthemng of Jugoslavians bai gaming position fiom the 
leopemng of Itahan markets 

This outcome was ceitainly at variance with Geiman designs, 
foi the very purpose of the high Maik rate had been to serve as the 
fulcrum to securing abundant imports The Deutsche Volkswirt 
depicted the dangeis to Jugoslavian exporters which would arise 
from a diveision of German purchases to other markets That this 
journal admitted in the same connection a stimulus of German 
exports to Jugoslavia pioceeding fiom the new exchange rate is a 
fact imbued with special significance in view of the bitter polemic 
launched a year later against the Viennese economist Richaid von 
Strigl, who had asserted that artificial exchange rates are piimarily 
responsible for one-sided accumulations on the clearings By that 
time, howevei, the journal had so far reformed its opinions as to 
deny pomtblank any connection between exchange rates and clear- 
ing balances^ Undoubtedly control of both exchange rate and 
domestic prices removes the connection obtaining when both aie 
flee to move, but it does not remove the influence of effective 
German expoiii prices in compaiison with those abroad, and that 
was what counted in the Jugoslavian, as m all other, clearing 
relations 

The introduction of the pnvate-clearmg late worked toward 
equating payments, but its influence was confined naturally to 

1 Frankfurter Zeitung, December 15, 1935 

2 Der deutsche Volk'^wirt, Vol 10 (January 17, 1936), p 709, Vol 11 
(June 11, 1937), pp 1797-1798 
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current items^ and e\ en here it was not adequate, so that m March, 
1936, the Geiman balance still continued to rise During the next 
month Jugosla'vna intioduced an import control system in an effort 
to di\eit imports aT^ay from fiee-exchange countries and toward 
Germany and m May a joint conference at Zagreb agreed upon 
meafeures to piomote impoits, chiefly for public works and arma- 
ments, fiom Geimany On the difficult Jugoslavian terrain, Ger- 
many had succeeded in using the accumulated cleaimg-balances to 
coerce her partner into expanding bilateral tiade with her at the 
expense of trade with fiee-exchange countries The German clear- 
ing debt continued to be a chronic malady The measures adopted 
by Jugoslavia in the eaily spring of 1936 lesulted in a reduction 
fiom 465 million Dinais in Maich to 327 milhon Dinais m Decem- 
ber, but an intensification of the buying drive swelled the figure to 
415 imlkon Dinars by March, 1937, despite these measures and 
despite occasional declines of the Mark rate in Dinars ^ Various 
foims of intervention again reduced the German debt — to 177 
imlhon Dinars in December, 1937, but by the end of 1938 it had 
again increased greatly, reaching 400 milhon Dinars at the end of 
1938 2 

In order to give the German buying drive momentum, Gei- 
man export goods had been offered at low prices during the first 
year or two But when German purchases had raised even the 
level of domestic prices in Jugoslavia, and when the hnut of full 
employment began to be felt m Germany, the prices of export 
goods began to rise, not only overtly but also covertly m the 
deterioration of quahty and in long delays in dehvery To offset 
these effects, German purchasmg agencies offered to sell at incred- 
ibly generous ^^terms^^ with almost neghgible down payments By 
the middle of 1938 a dominant position was estabhshed for German 
electrical goods, bicycles, motorcycles, machineiy and other impoi- 
tant exports The monopsomstic position which Germany had 
created foi herself by clever exploitation of clearing agreements led 
to her having a monopoly in sigmficant segments of her partner's 
market Hitlei^s annexation of Austria and the Sudetenland 
augmented this dominating position, not only by virtue of Gei- 

1 In March, 1937 the rate fell as low as 11 75 Dinars —1 Mark, cf 
Sturrock, Report, July, 1938 (London, 1938), p 12 

2 The source of the last figures on the German cleanng debt is confi- 
dential 
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many’s mcorporatmg the trade of these regions with Jugoslavia, 
but also by hei acquisition of control ovei the foieign investments 
of these countries in Jugoslavia Even moie important was the 
growth of the political powei of Germany, which could scarcely 
fail to menace the economic status of Southeastern Europe gener- 
ally 

(3) Other Countries of Southeastern Europe In Bulgaria, 
undoubtedly the poorest and most backward of the Balkan states,^ 
German penetration met with least resistance Compensation deal- 
ings were almost completely excluded and the Mark was main- 
tained withm 1-3 per cent of its ojfficial parity^ Chaiacteristic of 
the degree of Bulgarian dependence was a secret piovision of the 
Bulganan-German clearing agreement providing not only for 
dehvenes of goods of German oiigin but also of oveiseas imports 
into Germany, such as coffee and cotton This was represented as 
a substantial concession to Bulgaria, but in fact it indicated the 
pi ogress of isolating the countiy from world markets and incoi- 
poratmg it into the German bloc The cost of this transfoimation 
appeared subsequently, when Bulgaria was obliged to pay 16, then 
20, and later (1938) 25 per cent of her German imports in fiee foi- 
eign devisen ^ 

In Turkey, Germany pm sued her policy of outbidding all 
other foreign buyers with great persistence, offeiing margins as high 
as 60 per cent over world market levels ^ In 1935 and 1936 the 
favorable balance of Turkey in bilateral trade with Germany 
amounted to 56 milhon Reichsmaiks, and by 1937 the German 
clearing debt had accumulated to such a magnitude (56 milhon 
Turkish pounds) that the National Bank refused any longei to 
discount exporters’ bills on Germany Why a countiy as impover- 
ished for capital as Turkey should export capital to Germany by 
financing her imports for increasingly long periods can only be 

1 The Bulgarian Business Cycle Research Institute leported in 1939 that 
37 per cent of the 2,710,000 persons classified under agriculture actually repre 
sented “hidden unemployment ” Cf Sudost Economist, Vol 1 (June 23, 
1939), p 169 

2 Frankfurter Zeitung, September 16, 1935 

3 Cf T Kalinov, “Bulgaria’s Trade with Germany” m Stopanski 
Problemi, Vol 1 (October, 1936), p 378 1 he author ventured the prediction, 
corroborated by later developments, that the trade offensive of Germany would 
result in the estabhshment of a monopoly for her expoits (I am obliged to 
Dr Gerschenkron for examining this article ) 

4 Economist, May 20, 1939, p 431 
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explained on terms of economic and political piessure The Gei- 
man claim that Germany exported capital to the Balkan countries 
becau&e she sold capital goods theie lested upon confusion oi guile ^ 
'RTieie Germany extended long-period “teims^^ upon her expoits, 
it fiequently turned to the purchasing countiy^s disadvantage, 
inasmuch as these sales inci eased the amount vhich Germany 
could impoit o\er the dealing, and vhich, because no payment 
was foithcoming, the clearing paitner had to finance ^ 

The resistance of Turkey to Geiman strategy met with vary- 
ing success, but the long-run tendency was adverse In August, 
1937, a new clearing agieement set limits upon the extent to vhich 
28 essential commodities could be expoited to Geimany A year 
later a new agreement embodied further concessions on the Ger- 
man side — the 30 pei cent payment in free devisen was abohshed, 
and energetic steps were taken to increase exports from Germany 
Through these measuies the cleaimg balance was wiped out by 
October, 1938,^ but it began to accumulate anew and in the early 
months of 1939 leached a figuie of eight million Turkish pounds ^ 
The autumn of 1938 marked the granting of a 12 milhon pounds 
sterlmg loan by Germany to Turkey to be expended in Germany 
for industrial and mihtary equipment The older device of pres- 
sure exerted through uncleaied bilatenal balances gave way to the 
more overtly pohtical phase of Germany’s predatory activities m 
the Southeast ® 

German clearmg with Gieece was always transacted at the 
official rate of 40 5 Drachmas to the Mark ® Tobacco exports 

1 Cf J B Condliffe, The Reconstruction of World Trade (New York, 

1940) 

2 Of Paul Einzig, Bloodless Invasion German Economic Penetration 
into the Danubian and Balkan States, 2d ed (London, 1939), pp 36™46 
While Einzig’s work occasionally seems to overdraw the picture, it portrays 
the general character of the German tactics with vensimilitude 

3 A special feature of Germany’s clearing trade, the reselling of the 
partner’s products at low prices on the world market, in order to secure fiee 
devisen, was for some time widely apphed to Turkish goods By spoiling the 
market for her clearing partner, Germany mcr ased the economic isolation of 
the country In the Latin American trade examples of this sort can be multi 
phed, e g the case of Brazilian coffee purchases of Germany in 1937, none of 
which, it is said on good authority, arrived in Germany for home consumption 

4 In July, 1938, the German clearmg account had a debit of 6 5 imllion 
pounds and the Turkish account a credit of 6 5 million pounds But the agree- 
ment had not provided for cancellation, with the resulting calamity of uncleared 
balances and delay m payment on both sides 

5 Economist, Vol 133 (November 19, 1938), pp 361-362 

6 Devisenarchiv, Vol 3, pp 81-88 
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account typically for half of the exports from Greece, and Ger- 
many purchased half the tobacco exports ^ As in Turkey, the 
National Bank financed the German dealing debt, when it reached 
38 milhon Reichsmaiks, the bank attempted to reduce its purchases 
of exporters’ bills to 60 pei cent But a storm of protest from the 
export interests forced the bank to the alternative of applying the 
accumulated Mark balances to German exports of supphes for 
pubhc works and of armaments ^ This proved effective in reducing 
the German clearing debt to 9 2 milhon Reichsmarks at the end of 
1937 and to virtually nothing at the end of 1938, but by Septem- 
bei, 1939, it had agam increased to 13 1 million Reichsmarks ^ 
Greece was never able to i educe its purchases of German goods and 
had to confine attempts at improvmg the balance of payments by 
shutting off imports from other countiies Under the influence of 
German demand, tobacco cultuie was expanded, the tobacco pro- 
ducers and exporters, as a result, always remained amenable to 
German dictation 

Rumanian trade with Germany proceeded ovei the official 
rate of 55 Lei to the Mark until, in 1937, because of a strengthening 
of Rumama’s position through the recovery of agricultural prices, 
she was able to reduce the rate to 38-39 Lei This rate recogmzed 
at least a part of the Mark depreciation, but was still high enough 
to make expoits to Germany more profitable than to England ^ 
Rumania’s situation, as long as it turned upon economic matters, 
was always strongly suppoited by her petroleum lesources She 
succeeded, for example, in limiting petroleum exports to Germany 
to 25 per cent of total exports in this bilateral relation, in resisting 
a German demand foi the lestoration of the 55 Lei late towards 
the end of 1938, and m securing a compiomise at 40 5-41 5 Lei ^ 
The coup de grdce to Rumama’s economic resistance was delivered 
by the German occupation of Czechoslovakia The agieement of 
March 23, 1939, went far toward subordinating the Rumanian to 
the German economy apart fiom large-scale buying of ceieals, 
swine, and cattle, Germany secured 25 percent of the oil production, 

1 Economist, Vol 133 (December 3, 1938), p 479 

2 S R Jordan, Repoit on Economic and Commercial Conditions m 
Greece, Apiil, 1937, Department of Overseas Trade (London, 1937), pp 25-29 

3 Jordon, Report, July, 1938 (London, 1938), p 23, and League of 
Nations, Balance of Payments 1938 (Geneva, 1939), p 61 

4 Economist, Vol 134 (February 18, 1939), pp 349-350 

5 Economist, Vol 133 (December 24, 1938), p 668 
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the abandonment of giam monocult me in fa'voi of specific German 
needs, the re-direction of industry toTvard timber and oil process- 
ing, and finally the gi anting of free zones for German transit goods 
in the Danubian and Black Sea ports ^ This agieement may be 
regal ded as the pattern of Geiman pohcy in Southeastern Europe 
in the penod immediately pieceding the outbieak of war 

(4) Conclusion It is beyond doubt that the panoply of devices 
employed by Germany in the five years from 1935 to 1938 had 
brought her to a position of economic dominance in her relations 
with Southeastern Em ope, as may be read fiom the following 
statistics 


Gre 4.TER Germany's Share in the Foreign Trade 
OF Southeastern Europe in 1938* 

{In percentages of each country's total expoits and imports) 



Total 

Old Reich 

Austria Czechoslovakia 



Exports to Gi eater Germany 


Yugoslavia 

501 

32 5 

69 

10 7 

Hungary 

48 3 

29 8 

112 

73 

Rumania 

48 3 

35 2 

47 

84 

Bulgana 

57 8 

47 6 

43 

69 

Greece 

319 

28 8 

15 

1 6 

Total 

45 9 

27 3 

112 

74 



Imports fiom Gi eater Germany 


Yugoslavia 

49 9 

35 9 

61 

79 

Hungary 

50 1 

27 7 

18 2 

42 

Rumania 

35 8 

20 8 

55 

95 

Bulgaria 

63 4 

51 8 

70 

46 

Greece 

431 

38 5 

17 

29 

Total 

46 6 

32 1 

84 

6 1 

* Roichskreditgeaellschaft op cit (Berbn 1939) p 37 




The triumphs celebrated by German commercial policy m the 
Balkans greatly exceeded even its successes in Latin America A 
reference to the trade statistics^ will show that German exports to 
South America remained as a rule far below the pre-cnsis level 
Only in the case of Brazil did German imports reach the level of 

1 Eeichskreditgesellschaft, Economic Conditions in Germany at the 
Middle of the Year 1939 (Berhn, 1939), pp 39-40 

2 Gf pp 386-387 below 
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1929, in the Aigentme tiade they tv ere 40 per cent below this level, 
eTen in the peak year of 1937 

We have now completed a survey (in Section A) of German 
impoit prices and (m Section B) of her expoit prices What is the 
evidence of the facts regarding the contention of Di Fiitz Meyer, 
that 

“if imports and exports are considered as a whole, then the relatively more 
expensive imports are offset by exports at relatively higher prices, because the 
other country has to agree to accept German goods and has to agree to limit 
herself m the choice of her supphes***^^^ 

This seems to have been written with German trade developments 
and the exploitation of her clearing debts in Southeastern Europe 
as the arnere-pensSe It is not to be demed that high expoit prices 
did to a degree offset high import puces, but the extent of the offset 
IS not altogether ceitain As far as the German bids for suppl 3 nng 
armaments are concerned, it is reported on good authority that the 
prices were actually lower than those of England and Fiance For 
imaginable reasons, Germany desired to supply the aimaments, 
even if it involved loss Exportation of this sort undoubtedly 
extended to other items than armaments, but Meyer gives no 
intimation of considerations other than economic in the Geiman 
southeast trade Fuithermoie, the process of attaching these 
countries to her own commercial system extended over several 
years, but the beginning had to be made thiough competitive 
prices on exports A recent publication of the Royal Institute of 
Economic Affairs^ observes that though export prices rose for the 
Danubian and Balkan countries after 1934 or 1935, there was no 
great rise of import prices The statistical evidence advanced by 
the Institute does not prove to be altogether convincing,^ but it 
points to the danger of assuming that Germany obtained high 
export prices in all countries of Southeastern Europe equally and 
throughout the entire period 

If a net gam of export prices compared with import prices in 
trade with Southeastern Europe may be taken as real, though not 
as great as it appeals superficially, theie is small hkelihood that the 
net gam m this segment of Geiman trade could offset the high 

1 Meyer, op cit , pp 468-469 

2 Royal Institute of Economic Affairs, Southeastern Europe (London, 
1939), pp 197-198 

3 E g data are lacking regarding Greece, where Germany had marked 
success in obtaining high export prices 



270 EXCH‘i\GE CONTROL IN CENTRAL EUROPE 

impoit prices which had to be paid elsewheie for purchases through 
thedeanngs German (old Reich) impoitsfiom this region did not 
exceed 11 9 per cent of hei total impoits m 1938, nor did exports 
amount to more than 13 2 per cent Outside Southeastern Euiope 
Germany w as not able m many instances to pile up adverse clearing 
balances and subsequently to exploit her debtor position Even the 
semi-official Beilm Institute for Business Cycle Research issued an 
express waimng in 1937 that German dealing purchases do not 
automatically lead to an expansion of Geiman exports, because 
^^the foreign country cannot force her importers to buy Geiman 
goods A tremendous effort was made by Geimany m South- 
eastern Europe ingemous devices were apphed, Bulgaiians, 
Jugoslavians, Tuiks, Greeks, and Rumamans were bullied, cajoled, 
cheated, and luied into increasing their tiade with the Reich, but 
the volume of trade did not in the end exceed that which had unob- 
trusively obtained in pre-depression days under freedom of pay- 
ments For the pi elongation of depiession in Southeastern 
Europe, German exchange contiol itself beais a certain measure of 
responsibility, because of the key position occupied by that coun- 
try in the foreign trade of the region So far as concerns Germany, 
was the game worth the candle “i* A subsequent review of hei trading 
position will pomt to the hkehhood of a net reduction in the ^‘total 
gam^’ of foreign tiade, despite a small and doubtful improxement 
m terms ^ The answer must be no, if we lefiain, as Meyers did, 
from viewing exchange control as an instrument of political power 

Review and Appraisal of German Exchange Control 
A Historical Summary 

The bank failures in the summez of 1931 impinged upon a 
Germany demoiahzed from the War of 1914:-“1918, levolution, 
post-war inflation, the Versailles system of reparations, and per- 
plexed by grave political strife The crisis m confidence struck 
upon an economy buidened with over 26 billion Reichsmarks in 
foreign debts, of which 16 billion w as owed at short term Obviously 
the “hquidity^^ of a national economy within a shoit period has 
very narrow limits, and the actual transfer of three billion Reichs- 
marks of flight capital by the end of 1931 called for extraordinary 

1 V z K , Vol 12 (December 30, 1937), pp 315-322 

2 Cf pp 276-282 below 
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measures, particularly in of the devaluation of steihng coun- 
tries, which left Geiman prices isolated fiom the necessary com- 
petitive level Devaluation after the English pattern seemed to be 
precluded on several grounds, the most impoitant being the danger 
of settmg loose a flight from the cmrency Assurance was given 
the pubhc by proclaiming that the Reichsmark would be maintained 
at its old parity at all costs, and the Reichsbank was given monopoly 
powers in devisen deahngs to put this resolution into effect 

From the early part of Decembei, 1931, to the autumn of 
1932 — perhaps even through the remaining months of 1932 — 
exchange control was viewed as a buffer, no longer a strictly short- 
term measuie but still a transitional makeshift under which to 
carry through the necessary deflation for international eqmlibnum 
The Fourth Emergency Decree of December 8, 1931, reduced inter- 
est rates, commodity puces, the salaries of civil sei vants, and wages 
generally If it be gi anted that devaluation was psychologically 
and pohtically impossible, this was the only course for achieving 
mternational equilibrium Seveial factors made it appear m 1932 
that the policy might succeed the renewal of the Standstill Agree- 
ment with more elastic terms, the Lausanne Conference, which 
virtually abandoned reparations, and the reorganization of the 
banks which had closed the previous summer 

The effort to attain price and exchange equilibrium was des- 
tmed to failure In competition with the sterhng bloCj Germany 
rapidly lost her expoit capacity, and her favorable balance dwin- 
dled in 1932 to a third of its magnitude in 1931 The allocation of 
devisen at 50 per cent of the average imports by individual firms 
during the year pieceding the imposition of exchange control did 
not go below the geneial shrinkage of production and demand for 
foreign products, and allocations appear on the whole to have been 
carried through without discrimination against particular types of 
impoits But discnmination was being practiced by Germany's 
trade partners, in the form of differential devisen allocations, quo- 
tas, special tariffs, and multiple exchange rates — all of which dis- 
couraged the effort toward international equihbiium Fuither- 
more, the rise of dealings made the effort seem superfluous, and 
Germany had already discovered the possibility of aiding exports 
through commandeering windfall piofits made upon bond repatria- 
tions Finally, the Bruning deflationary policy alienated the wage 
and salary classes, it invited a dnve against trades umonism on the 
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pait of industrial inteiests, and its adheience to the ideal of a 
libel al international tiading system ran afoul of the growmg pro- 
tectionist and autarkic sentiments of industry and agriculture 
alike The von Papen and von Schleicher go'iemments inclmed 
tovaid a leflationary pohcy At first, in the decrees of Septembei, 
1932, estabhshing the ta\-ceitificate scheme and rather hmited 
public works, Geiman economic pohcy represented an admixture 
of leflation with deflation, which peisisted in wage-reduction 
bonuses By December, \on Schleicher had, however, turned to a 
more pietentious piogiam of spending 

It would piobably be more accurate to say that the Hitler 
regime, at least during the first eighteen months of its history, 
ignored rather than repudiated international price and exchange 
eqmhbrium After its accession to power on January 30, 1933, the 
National Sociahst government immediately set afoot a vigoious 
program of creating employment The Fust and Second Rem- 
hardt programs involved a frank avowal of an ^‘autonomous eco- 
nomic pohcy’’ thoughts of devaluation were bamshed, and 
exchange contiol was gradually accepted and then welcomed as a 
permanent complement to state powers over individual enterprise 
and consumption As an exporter of industrial finished goods, Ger- 
many enjoyed a strongly favorable development m the terms of 
trade, and this circumstance pernutted the continuance of the 60 
per cent devisen allocation to February, 1934 Foreign devalua- 
tions meant that German exports could only be sold by subven- 
tions or by lesort to partial devaluation through Sperrmarks But 
the burden of debt, aside from the rehef afforded through Ger- 
many’s favorable terms of trade, was gieatly reduced by foreign 
devaluations Sterhng devaluation accounted for over a billion 
Reichsmark reduction from the original Standstill debt of 6,300,- 
000,000 Reichsmarks, and the devaluation of the dollar subtracted 
a further half billion durmg 1933 Nevertheless the rapid expansion 
of credit in Germany in pursuance of the autonomous economic 
pohcy pi evented the development of a favorable balance of trade 
necessary to maintain the debt service A further breach m the 
system of international finance was made by the absolute Mora- 
tonum of July, 1934 

Western European creditor nations retahated by the threat of 
compulsory clearmgs, but it is not to be imagmed that the device 
was their invention, inasmuch as two years earher Germany had 
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forced amortization quotas in clearings with her Eastern European 
debtors During 1933 and 1934 German wholesale prices rose from 
66 to 73 per cent and sensitive prices fiom 41 to 50 per cent, while 
prices m England continued to decline This price differential, 
together with the use of “Swedish clause” clearmgs for imports 
from third countries, produced an unfavoiable balance of trade for 
1934, piled up large adverse cleanng balances, and necessitated the 
reduction of devisen allocations by successive stages fiom March to 
August from 45 per cent to five per cent The exchange control 
authorities strove against this development by tightening the 
Mark allowances of travellers and emigres, and by estabhshmg 
Uberwachungsstellen for textiles, nonferrous metals, cowhides, and 
rubber — the first introduction of direct qualitative control of 
foreign trade 

The solution elaboiated by Schacht for the trade impasse of 
1934 was the piinciple that no import payment should be allocated 
by the Eeichsbank unless the import had been approved by an 
Uberwachungsstelle Further essentials of the New Plan were the 
reduction of imports of finished goods and of expoits of law materi- 
als, the increase of exports to overseas suppheis of essential raw 
materials, and the restoration of a favoiable trade balance Sub- 
sequent developments pioved that “the New Plan accomphshed 
the mam purpose for which it has been called into being,” as 
Guillebaud maintains,^ indeed all of these purposes But, as he 
adds, this “improvement” was partly achieved through restricting 
total imports, so that their value in 1936 remained substantially 
below the trough of depression in 1933 and 1934 The import 
restnction came as the result of a vigorous extension of the German 
clearing system thioughout South America and Southeastern 
Europe duiing 1935-1937 The chaiacter of German exchange 
control underwent no really significant changes thereafter, and even 
the piesent wai required no fundamental recasting ^ For a time 
during the latter part of 1934 and 1935 it seemed that the Aski 
Marks would peimit the foimation of an officially tolerated free 
market in Geiman exchange, but the severe limitations imposed 
between 1935 and 1937 upon exports to which Aski Marks could be 
apphed, and the successive narrowing of the fraction of the pur- 
chase price which could be paid in these Maiks, revealed a firm 

1 Guillebaud, op cit , p 99 

2 Economist, Vol 138 (May 4, 1940), p 815 
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mtention of the authoiities to maintain direct and aibitrary contiol 
of supply and demand foices and the lates of all vaiieties of Sperr- 
maikb Similarly the pa^mnent agi cements, exemplified by the 
Anglo-German arrangement, betokened no real departure from 
cleamig, despite the use of effectne devisen payments, since the 
exports of the tivo countries tv ere constrained by direct interference 
to confoim to a pre-deteinuned ratio at the official late on Reichs- 
marks 

B Volume^ Direction, and Composition of Trade 

As shown m Fig 24 (p 224), the introduction of exchange 
control in mid-1931 started German exports, expiessed as a share 
of world exports, on a downward course which persisted into 1934, 
while imports, as a share of world imports, rose to the same turning 
point This method of expressmg exports and imports ehminates 
the factor of world depression and leaves as a residual those factors 
pecuhar to Germany Since the teims of trade for Germany rose in 
depiession, it is difficult to ascribe the adverse development to 
other circumstances than exchange control, especially the adher- 
ence to bilateralism After 1934 exports slowly increased, but 
did not exceed 10 per cent of world exports in 1938 compared with 
12 per cent in 1929 The New Plan throttled imports in 1936 to 
the share of world imports (at shghtly over 7J4 per cent) which 
they had assumed m 1931, thereafter the German recovery 
increased imports more rapidly than exports , and, though Geimany 
may be said to be a typically export suiplus economy, the favor- 
able balance was not as laige in the full-employment years 1937 
and 1938 as it had been in the bottom of depiession in 1933 If the 
^^Greater Geimany^^ of 1938 and early 1939 is considered, the bal- 
ance of trade m these years was adverse and to a gi eater extent 
even than m 1934 ^ 

A stiikmg change m direction of German trade was its tiansfer 
from Western Em ope to overseas and Southeastern Euiope 
Exchange contiol and other interferences such as quotas and import 
prohibitions reduced the Western European share of imports from 
23 2 per cent m 1931 to 20 6 per cent in 1932 For four years, the 
figure remained at 20 per cent, but the New Plan and its drive to 
pay for overseas raw materials by exporting to these countries 

1 Cf p 380 below 
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leduced the percentage through 1936, 1937, and 1938 to 16 9 per 
cent The share of expoits to Western Europe hovered about 40 
per cent from 1931 to 1934, but again, in response to the scheme of 
strict bilateiahsm this shaie of exports dechned strongly from 1935 
thiough 1938 to 27 5 per cent ^ Thus clearing and compensation 
forced Geiman trade to more distant maikets on both the export 
and impoit sides, with an inevitable rise m the net cost of imports, 
a cost which is technical in chaiacter, separable from the rates of 
exchange involved m clearings Approximately the same relative 
changes in the proportion of Geiman exports and imports obtam, 
if to the five countries of Western Europe (Gieat Britain, France, 
Belgium, Netherlands, and Switzeiland) there aie added Sweden 
and the United States to complete the hst of the chief creditois of 
Germany ^ Despite the hqmdation of frozen credits m Geimany by 
the application of these depreciated accounts to exports, the pres- 
sme of bilateiahsm carried Geiman trade toward South Ameiica 
and the Danubian and Balkan states If we compare the shaies of 
German trade with Euiope as a whole and with the rest of the 
world,® we discovei that the former dechned from 1935 through 1938 
from 61 6 to 64 5 pei cent on the impoit side, and from 1931 
through 1938 from 81 to 69 per cent on the side of exports The 
bilateiahsm of clearings is chiefly responsible for the change from 
1929, when an export surplus of 2,857,000,000 Reichsmarks to 
Euiope paid for an impoit surplus of 2,821,800 Reichsmaiks out- 
side Euiope, to 1938, when these figures amounted to no moie than 
698,700 Reichsmarks and 901,700 Reichsmarks, respectively The 
greatest change in direction of German trade is given by the com- 
bination of bilateralism and autarky, both of which moved Ger- 
man trade away from the predominantly industrial countries — 
Austria, Belgium, Czechoslovakia, Prance, Great Biitam, Italy, 
Japan, Luxembuig, the United States, and Switzerland From 
1931 to 1937 German imports from these countries fell from 39 1 
to 27 8 per cent of total imports, and German exports from 48 4 
to 36 9 per cent ^ 

From the viewpoint of changes in the composition of trade, 

1 Cf p 383 below 

2 Cf p 384 below 

3 Cf p 385 below 

4 Cf p 389 below It is impossible to carry the comparison into 1938, 
because of the incorporation of two of the industrial countries, Austna and the 
Sudetan part of Czechoslovakia, into Germany itself 
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Germany sho^s the chaiacteiibtic pattern of a state tending toward 
autarky If we draw a compaiison between foodstuffs and mdus- 
tnal products, and subdiiude the lattei accordmg to degree of 
fabncation, we discover the following changes Amongst mdustrial 
imports, raw materials rose fiom 27 2 per cent of total impoits in 
1931 to 33 9 pel cent m 1938, whereas fimshed products fell from 
14 4 to 7 3 per cent, oi to half their share before exchange contiol 
Cychcal forces piedommate in the import of foodstuffs, but their 
share — it is woith obseiving in passmg — did not recover m 1938 
to the pre-ciisis level The expoit of foodstuffs, never an important 
item for Germany, declined from 5 0 per cent to 1 2 per cent, 
exports of raw and semifinished industrial produces shiank slightly, 
but the share of fimshed industrial exports rose from 72 4 per cent 
to 81 5 pel cent ^ 

G Terms and ^^Gain” of Internahonal Trade 

The inquiry into volume, direction, and composition of trade 
would be as dull as the foregoing statistical synopsis were not the 
whole matter illuminated by the intngumg question, Did Germany 
gain or lose in mternational trade through exchange control? 
Undoubtedly the imperfections of statistical data prevent a precise 
quantitative answer to this crucial problem, but I do not believe 
they prevent an answer altogether 

Aside from the prevention of flight psychology, the mam pur- 
pose of retammg the old gold Reichsmark and the exchange control 
apparatus which it imphed was to sustain Germany's terms of 
trade, both on current account and in payment of past obligations 
The acceptance of this goal imphes, of course, that the advantage 
in terms of trade offsets the possible loss in volume of trade, so that 
the result of multiplying terms of trade by volume would be greater 
than otherwise, that is, that the so-called ^^total gain^'^ would be 
larger under exchange control (including not only ovei valuation of 
the currency umt but also discrimination between buyers) than 
under free payments and devaluation It has ah eady been suggested 
that a comparison of the teims of trade for Germany and for Eng- 
land give a clue to the effect of the overvaluation of the Mark ^ 

1 Of pp 381-382 below 

2 Cf Jacob Viner, Studies in the Theory of International Trade (New 
York, 1937), p 563 

3 Cf pp 335-342 above 
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Let us pursue this analytical method fuither Examme fir^t the 
index of terms for England in comparison with the German index, 
as given in columns two and one m the accompanying table 


Indices of Geeman and English Teems op Teade and the 

OVEEVALXTATION OF THE ReICHSMAEK 



German 

Terms of Trade* 

English 

Terms of Traded 

Excess of German 
over English 
Terms 

Excess of 

German over Engliah 
Wholesale Pnces 
(Gold)t 

1929 

100 

100 

0 


1930 

108 2 

1061 

21 


1931 

123 8 

1157 

81 

11-43 

1932 

144 4 

115 5 

28 9 

38-50 

1933 

142 8 

119 9 

22 9 

46-57 

1934 

135 9 

118 8 

171 

60-77 

1935 

126 3 

115 3 

90 

67-78 

1936 

122 0 

112 6 

94 

59-69 

1937 

117 6 

108 0 

96 

44-57 

1938 

128 8 

114 7 

141 

61-86 


^ For source cf p 379 below 

t Mimmura and maximum quarterly averages within each year 


Both countries gamed absolutely in terms of trade by virtue 
of their predominantly industrial expoits, but fiom 1931 the Gei- 
man terms were appreciably higher than the British, the margin 
being shown in column 3 It is quite appaient from these data 
that variations of the German index of terms i datively to the 
British relate closely to the ovei valuation of the Reichsmark The 
great increase of the German margin comes in 1932 with first annual 
trade statistics after the mtioduction of exchange control in Ger- 
many The reduction in this margin in the next few years follows 
logically from the extension of use of export subsidies of devalued 
Marks in the clearings and Syerr categories Other factors might 
indeed affect the relative terms of trade foi the two countnes — 
most notably changes in international demand and in capital 
movements Whatever influence the demand factoi may have had, 
it IS clearly qmte suboidmate to the Maik currency factor, and the 
separate influence of capital movements, also subordinate by the 
evidence of the 1931 figures, will be taken account of later 

Proceed now to a comparison of movements of the German 
terms of trade with a simple puichasmg-power-parity measure of 
the underlying overvaluation of the Reichsmark (column 4), 
which IS useful as an indicator of German costs of pioduction 
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relatively to costs m the free-cmrency econoixncs such as the ster- 
ling bloc and more specifically England The German positive 
margin is a meie fiaction of the overvaluation, langing from tvo- 
thuds at a maximum in 1931 to one-eighth at a mmimum m 1935, 
typically closer to the lattei than to the foimer hmit 

"R-Tiy should the extensiv e o\ ervaluation of the Mark produce 
so small improvement m the German terms of trade‘s The piimaiy 
cause, in all probabihty, is the practice of exporting over depie- 
ciated Mark categoiies and by means of subsidies The probabihty 
would be a ceitainty if we Imew that the Geiman ofiScial export- 
price index represented puces net of these aids But the probabihty 
amounts to a piactical ceitainty Our pievnous investigation of 
overvaluation of the Reichsmark^ revealed th?t export prices 
aiticulate qmte smoothly in the margin between subsidy per umt of 
export and domestic wholesale prices It would furthermore be the 
natural bargaining stiategy of exchange control authorities to 
quote the lowei figure, i e the price aftei subtraction of vaiious 
export aids A second and veiy impoitant cause of the relatively 
small advantage m teims of tiade was the high cost of imports 
Geimany legularly paid prices m clearmg, compensation, and Aski 
deals which consideiably exceeded world puces, because of the 
necessity of buying within the confines of bilateral balancing, as an 
earher analysis has shown Since bilaterahsm was a consequence 
of exchange contiol (including overvaluation), so too was the reduc- 
tion of the improvement in teims of trade, ascnbable to import 
costs As a specific example, German import pnces, after having 
moved along the same level with the Biitish index from 1929 to 
1931, exceeded it by 2)^ per cent in 1931 and by successively wider 
margins to eight per cent m 1938 ® Nevertheless, despite its small 
magmtude relatively to Reichsmark overvaluation, the combina- 
tion of the artificially high late of exchange and the use of discrim- 
mating sub rosa devaluations apparently gave Geimany moie 
favorable terms than England’s 

To complete the argument as to total gam, it is necessary to 
move to the second teim of the multiphcation, that is, to the 
volume of trade A favorable change m terms could be attended 
with a fall m total gam if volume decreased sufficiently But it is 

1 Of p 233 above 

2 Gf pp 242-24:7 above 

3 Gf p 379 below 
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unfortunately impossible to use physical volume diiectly, because 
of the very changes in the exchange-control period in composition 
of exports and impoits which we have just reviewed Changes in 
total value of exports and imports are taken in a substitute i61e for 
volume, and in order to a^oid the cumbersome expiessions of actual 
magnitudes, they are expressed in percentages of woild exports 
and impoits Peicentages are also used in comparisons vnth the 
value of exports and imports of Gieat Britain, a countiy of pre- 
dominantly mdustiial exports as is Germany 

At fiist consideration, this method is apt to yield conclusions 
very favorable to the German exchange contiol In 1932 and 1933, 
the years of highest German bartei terms relatively to the British, 
German exports were 107 pei cent and 95 per cent of British exports 
in the two years respectively, whereas in 1935, the year of lowest 
German terms relatively to the British, Geiman expoits were only 
82 per cent of British exports ^ German imports showed no change 
relatively to impoits to England It appears that despite exacting 
highei barter teims m the fiist two years, Germany increased its 
export position relatively to the fiee-payments devalued-currency 
England Germany both ate and had its cake In 1935 the lower 
barter terms were accompanied by a relati\ e deterioration in export 
position Germany lost both the cake and the eating ^ The same 
conclusion could be drawn m the Enghsh comparison, though with 
less striking extremes, as between any year from 1931 through 
1933, on the one hand, and any year from 1934 through 1937, on 
the other If the basis of companson is shifted to world trade,® 
the general relations for the same groups of years with their accom- 
panying indices of trade terms aie not changed 

It is no mere academic exercise to construct such an argument, 

1 For a statistical summary of these relations through 1929-1937, cf 
the table on p 277 above in conjunction with the figures on p 379 below The 
changes of the German teriitonal area in 1938 and 1939 interfere with com 
parisons in these years 

2 It might be imagined that just the opposite interpretation could be 
made 1932 and 1933 represent bad years, since Germany paid a large volume 
of exports for small volume of imports — what Taussig calls the “gross barter 
terms of trade” had declined But this ignores (1) that the barter terms were 
in fact relatively favorable, (2) that the magmtudes under companson are not 
physical volume of exports and imports, but total values Smce the balance of 
payments balances, the residual from the visible trade must appear in the 
capital items, upon their behavior in the German situation much depends, as 
will presently become apparent 

3 Cf statistics on Germany’s share of world trade, p 393 below 
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for German exchange control does not lack its ad\ocates piecisely 
upon the basis of total gain of foreign trade, both within the eoun- 
tiy and abioad ^ But the argument is based upon a notorious 
non causa pro causa Because leiatnely favorable terms attended 
improvements m Geimany^s lelative export position, the formei is 
assumed to be the cause of the lattei But this is to ignoie the one 
most conspicuous phenomenon of Germany's international situa- 
tion from 1931 through 1933 — the export of capital The violent 
effort of foreigneis and nationals to tiansfei wealth in both mone- 
tary and real form abroad caused the ^ffaxoiable’^ balance, this 
balance de\ eloped not because of the favoiable German terms of 
trade, but despite them Fiom July, 1930, to February, 1934, Ger- 
man foreign indebtedness decreased from 26 8 to 13 9 bilhon Reichs- 
marks, and this was a period of the ^^favoiable^^ showing on the 
basis of export position and terms, from Febiuary, 1934, to Febru- 
ary, 1938, foreign debts dechned only from 12 9 to 10 0 bilhon 
Reichsmarks, and tins was the penod of the less favorable aspect 
of exports and terms ^ In the first three and a half years debts fell 
by around 13 bilhon, m the second four-year penod by four billion 
Reichsmarks Devaluations, it is true, accounted for a relatively 
larger share of the debt reduction before 1934 than after, but the 
offset is not suflScient to matter senously in the present context ® 

As far, then, as we are able to trust the evidence given by a 
companson of German ternas of trade with developments in a single 
foreign country, there appears to be no ground foi supposing that 
the relatively high level of the German terms had itself any dis- 
coverable tendency to mciease the relative import and export 
position of Germany in world trade or, by the same token, the “total 
gain^^ of her foreign trade Limitation of the companson to the 
Engbsh terms does, indeed, leave much to be desiied, but it is 
impossible to find another significant industnal country which did 
not undergo devaluation within the period of Geiman exchange 
control, making it eligible for comparison Furtheimoie, export 
and import price indices have to be accepted with some caution 

It must be emphasized, however, that the preceding calcula- 
tions have accepted the official German index of export and import 
prices without question, but that there are two important offsets 

1 This issue will recur in the concluding chapter 

2 Cf pp 231, 277 above 

3 Gf p 288 below 
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These offsets i educe the ^^total gam” substantially fiom a genuinely 
economic angle In the first place, may be certain that nothing is 
allowed m the repoit of net export pnces foi two impressive sets of 
costs the fiist, mteiest and risk costs involved m taking payment 
through the lagging and uncertain piocess of clearing and compen- 
sation, the second, the entire weight of admimstrative costs of 
exchange contiol upon the state budget and the taxpayer ^ In the 
second place, howevei the net teims of trade leally stood in the 
German case, they were more favorable m any event than exchange 
control as a meie economic device would have given Our investiga- 
tion of German expoits through dealings with Southeastern Euro- 
pean countiies disclosed that German goods veie fiequently sold, 
to put the matter mildly, at higher prices than competitive condi- 
tions could explain In pai t, the high puces proceeded fi om regional 
quasi-monopohes on the pait of Germany But in part, they arose 
from her adroitness m exploiting her debtor position in the deal- 
ing accounts, and in pait, they rested on pohtical might and 
haid bargaining 

In concluding the subject of the Geiman ^^total gam” from 
foreign trade, I should hke to remark that no moie easy method of 
analysis exists than the laborious calculus of terms and volume, and 
the making of allowances for capital movements, concealed costs, 
and other relevant but comphcating factors A mere appeal to the 
generahzation that authoritaiian interference with the opeiation 
of comparative costs is bound to reduce the net yield of foreign 
trade does not suffice The principle of comparative costs looks 
aside from discriminating monopoly, but this is one of the chief 
phenomena which admit the theoretical possibility of gi eater total 
gam with exchange control than without But if exports and 
imports are accurately reported, both as to pi ice and volume, the 
total gam is imphcit in the data The same must be said with 
regard to a shift of trade to more distant markets disci immatmg 
monopoly might still make the tiade more profitable, and if so, 
accurate statistics of price and volume would reveal the fact 

Furtheimore, it is impossible to test the economic efficiency 
of the German international tiading system by the movement of 
the cost of hving or leal wages m Germany E\ idence is indeed not 
wantmg that the official cost of hving index concealed qualitative 

1 For Germany there has never been the slightest breach in the secrecy 
snrroimding the costs of administering exchange control 
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detenoiation in the standaid of life and a decline m real wages ^ 
In a competitiie oi free-enterpiise economy, the debasement of 
real consumer income would be damaging evidence concernmg 
general effectiveness of its production, including the yield of foreign 
trade In a totahtanan society m which an avowed aim was to 
diveit most of the inci eased social di\ndend from consumption to 
capital goods and rearmament, the test fails We therefore have 
to analyze the total gam of foreign trade directly in its components, 
terms and volume, as m the preceding paragraphs 

D Conclusions 

As these concluding pages are being wiitten, Germany is 
astounding and dismaying the world with her mihtary might A 
danger exists that this mihtary prowess be taken as a vindication of 
Germany's entire economic appaiatus Since exchange control is 
accepted by its authois as part of this apparatus, the sanction may 
extend to this particular phase of the Geiman economy The ques- 
tion becomes sigmficant in these ciicumstances whether German 
exchange contiol through the eight years of its ante helium history 
proved to be an effective institution, and for what it was effective 
In brief compass, what have been the findings of the present inves- 
tigation? The retrospect piofitably includes the results of German 
exchange control respecting the monetary standard, the character 
of foreign trade, the terras and total gam of foreign trade and the 
foreign debts, as well as conclusions legardmg the control as a new 
system, and its connection with the totahtanan state 

As long as the bulk of Germany’s international tiade and pay- 
ments actually passed at the official Reichsbank rate of exchange, 
and as long as the panic following the summer cnsis of 1931 lasted, 
German exchange control may be adjudged a success m thwartmg 
an economically purposeless capital flight and m preserving the 
integrity of the national monetary standard The justification of 
the maintenance of the Mark parity persisted only to the juncture 
when devaluation became practicable, and the justification of the 
various devices to prevent a capital outflow persisted only to the 

1 Of International Labor Office, Employment, Wages, and International 
Trade (Geneva, 1940), Appendix II, Incomes of German Workers, pp 95-103, 
Balogh, op cit , pp 466-467, 482, 495, GuiUebaud, op cit , pp 186, 206, 
208-209, 211, Poole, op cit , pp 221-222, Fntz Sternberg, ^‘Why Isn’t Ger- 
many Bankrupt?”, New Republic, Vol 102, No 22 (May 27, 1940), pp 
717-719 
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time when satisfactory arrangements had been made with foreign 
creditors It is, of course, impossible to designate a precise time 
at which these conditions weie fulfilled Devaluation immediately 
following the English action in September, 1931, would probably 
have been a hazaidous venture, because of a possible flight from the 
currency ^ By the summei of 1933 the case for devaluation was 
strong, though not perfect A great deal of German trade already 
proceeded over de facto devalued lates, the capital flight was under 
control, debt service had pioceeded satisfactouly, and there were 
clear signs of economic recovery in Western Europe Dollar deval- 
uation still m pzocess repiesented the one great obstacle, because 
of its uncertain extent Had Germany devalued pan passu with 
the Umted States, however, the probabihties are strong that the 
American move, instead of imposing downward puce adjustments 
on the gold bloc, would have induced the alternative adjustment of 
nsing pnces and economic expansion, both at home and abroad It 
must not be forgotten that even before the economic expansion 
program of the National Socialist government had got undei way, 
Germany held a key position m the economy of Central Europe 
So far as concerns foreign debts, the situation was even more favor- 
able Reparations had been viitually annulled m the Lausanne 
Conference a year eailier, and the Standstill agieements had pro- 
vided fairly adaptable modus operandt for short-teim debt After 
1933 it IS difficult to discover justffication for exchange control as 
a monetary and financial measure, its aims became ^ ^ulterior 

If the case for devaluation was strong by 1933, it was ironclad 
in 1934 and 1935, and the “justification’’ of exchange control had 
to be shifted completely from monetary and financial matters 
By the middle of 1935 Austria had pioneeied the way to an equihb- 
num adjustment of the Schilling and had hberated payments 
except for capital flight purposes Foreign indebtedness per capita 
had been as heavy as Gei many’s, unemployment moie severe, and 
the general economy much weaker through territorial losses and 
the absence of an industiial rationalization movement in the 
’twenties In refusing to follow the course of Austna in 1934 and 
1935, Germany not only sealed the fate of her gold bloc neighbors, 
which m general had not followed an “autonomous-economic” or 
credit-expansion pohcy such as to make currency depreciation 

1 Gf pp 172-173 above 

2 Cf pp 228-233 above 
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meltable, Geimany also accepted as a piospectively permanent 
institution a fictitious currency unit ^hich imposed the necessity 
of multifarious ad hoc but concealed devaluations Inflation has its 
counterpart in a controlled economy, so far as concerns both foreign 
and domestic tiade, m shortages and rationmg Prices do not use, 
but this IS not the only “way in T\hich it is po'^^sible to ^‘get less for 
your money ” In the field of imports, devisen are lationed out, 
and thereby from the angle of the economy as a ”whole imported 
goods are also rationed^ m the field of domestic goods, individuals 
see the lationmg directly In both cases money buys less, and this 
IS the meanmg of monetary depieciation It is m vain, therefore, 
that German wi iters protested that the Reichsmaik did not depre- 
ciate, ^ for the ratiomng of imports to German consumers as a group 
and of domestic goods to Geiman consumers of specific commodities 
bore directly upon the holders of Reichsmarks, not the holders of 
the special Sperr vaneties Exchange control failed of its puipose 
in maintainmg the mtegiity of the currency unit So far as con- 
cerns the flight of capital, a direct embargo without the other 
apparatus of exchange control — oflicial rate, ratiomng of devisen, 
and bilateiahsm — would have served as well, foi it would have 
used the same devices as did the control authoiities Exchange 
control from the monetary and financial angles was superfluous 
as early as 1933 in all probability, but by 1935 for a certainty We 
must turn thereafter to the ^^ultenor^^ ends 

Analysis of German trade reveals that, m all respects save the 
doubtful issue of '^total gam,” exchange control produced results 
which were not only ulterior to its avowed monetary and financial 
aims, but more significantly, ulterior to any economic calculus 
Schacht’s New Plan ostensibly introduced the altogether unexcep- 
tionable principle of refusing to permit impoits for which the means 
of payment vere lackmg® In fact, it ushered m the complete 

1 Dunng the period of devisen allocation on a percentual basis, from the 
autumn of 1931 to the autumn of 1934, the rationing was indeed exphcit, 
thereafter it was only implicit but undoubtedly present m the hmitation of 
imports through Uherwachungsstellen decisions as to what was an “essential’ 
foreign purchase 

2 Eg Rudolf Eicke, Warum Aussenhandel (Berhn, 1936), passim, 
Carl-Hermann Muller, op cit , p 326 

3 As well informed a critic as Heuser apparently fell victim to German 
propaganda upon this matter, in pronouncing the New Plan to be “a step m 
the right direction”, cf Heinrich Heuser, Control of International Trade 
(London, 1939), p 133 
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authoiitarian control of '^hat should be imported and what 
exported, in what quantities, foi T^hat means of payment, at what 
pnces, and with what countnes Thereby exchange contiol became 
a misnomer, for it leally signified foreign trade control The 
exchanges were allowed to fend for themselves m the sub rosa 
Sperrmark categoiies, or deteimmed ad hoc upon the giounds of 
tempoiaiy expediency in tiade negotiations with clearing partners 
As for foreign trade, the phenomena against which the control was 
directed were production for export on the basis of relative costs 
and the maximization of profits, on the one hand, and consumption 
on the basis of relative prices and the maximization of utihty by 
free choice on the other Pohtical aims engulfed the economic 
calculus There is no denying, of course, that the extension of 
employment not only supphed one of the mam objectives of the 
National Sociahst “autonomous economic pohcy^' but also that it 
represented one of its actual accomphshments A theoretical 
possibility does exist that protectionist measures may, with specific 
international demand and cost functions, extend the volume of 
home employment, at least foi the shoit run None of the propo- 
nents of this theoretical position, howevei, ha\e had the haidihood 
to suggest that protection is best achieved thiough the panoply of 
exchange control devices — overvaluation, differential de facto 
devaluations, and bilateralism Reemployment necessitates no 
exception to the statement that, with the possible exception of the 
terms of trade, German exchange contiol can be explained after 
the fiist two years of its histoiy only in non-econonoic terms 

The non-economic character of international trade under 
Geiman exchange contiol appears m its volume, direction, and 
composition The point may be laised that no matter what violent 
alterations may have come about m the character of German inter- 
national tiade in the change from a libeial to a totahtanan system, 
the question whether these changes weie economic (i e governed 
by a calculus of relative costs and pecumary profit) or not is 
answered solely by findings as to “total gain^^ (terms multiplied by 
volume) Such a contention would ignore the announced aims of 
German trade pohcy and the leahzation, m part at least, of these 
aims m the actual course of trade Neithei the aims noi the actual 
developments correspond to economic ciitena As we have seen,^ 
the New Plan was oriented towaid reduced imports and inci eased 
1 Cf pp 211-212 above 
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exports of finished goods duimg the National Sociahst regime 
imports of this soit decreased fiom 12 per cent to seven pei cent 
of the total and expoits mcreased fiom 72 pei cent to 82 per 
cent Both aim and accomphshment defy the comparative cost 
piincipie Anothei aim vas the tzansference of industiial exports 
from Emopean to South American and other overseas maikets 
here again a distinct shift in actual trade responded to the effort 
Not the highei prices of the oveiseas markets but the maintenance 
of bilateralism — without which exchange control under an arti- 
ficial rate cannot function — explained these facts The New Plan 
set as another goal the enlargement of the favorable trade balance, 
and the years 1935-1937 saw an improvement over 1934 Not by 
the extension of exports through competitive advantage, howevei, 
but by the restnction of imports through the direct interference of 
JJberwachungsstellen As Piatiei points out,^ the temper of German 
tiade pohcy is well revealed in an article of Die Bank of March, 
1936, enumerating the major items of unpoit and desciibmg ways 
in which Geimany might hope to dispense with three-fourths the 
going volume of foreign purchases Such examples — and the list 
might be extended mdefimtely — do not bespeak a preoccupation 
with some grand economic end to which the examples are subordi- 
nate details They are the components of autarky, which negates 
the economic calculus of costs and productivity 

Throughout the exchange-control period from 1931 through 
1939, Germany enjoyed relatively high terms of international trade 
(export prices as percentages of import prices) and may have bene- 
fited from an increase in ^^total gam ” The largest part of the 
advantage in terms is cleaily ascnbable to the high latio of indus- 
trial to agricultural prices duiing depiession and the maiked pre- 
dominance of the former in German exports The analysis of Ger- 
man terms relatively to England, hkewise a country of industrial 
exports, showed^ that the apparent margin in terms secured by the 
overvaluation of the Mark was a relatively small fraction, varying 
between two-thuds and one-eighth and generally closer to the 
latter limit, of the overvaluation Responsibility for this rested, 
first, upon the gradual resort to devalued Sperrmark rates and sub- 
sidies for exports and, second, upon the high import puces which, as 

1 Andr6 Piatier, Le contrdle des devises dans U^conomie du III® Beich 
(Paris, 1937), p ISO 

2 Cf pp 276-282 above 
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discovered m the section on this subject/ attended German pur- 
chases through the dealings But the relatively favorable terms 
of trade cannot even be taken - — small as the advantage is — at 
their face value, since substantial reductions have to be made for 
two sources of concealed cost — losses to exporters through risk, 
delay, and techmcal costs of operating through clearings and com- 
pensation, and the administrative costs to the State of exchange 
control 2 If we are inteiested m the economies of the German trade 
terms, we are bound also to record that the i datively high export 
prices secured in German dealings, with Southeastern Europe 
especially, are less ascribable to extensive and inelastic demand for 
German products than they are to chicaneiy, exploitation of Ger- 
many’s debtor position, and political pressuie ^ 

If the case for a genuine economic advantage in barter terms 
proceeding from exchange control is not strong, the case for an 
increase of ^^total gam” from this source is impossible to establish 
The years in which Germany’s shaie of woild exports was high, 
1930-1932, were also years of highest terms of trade and presum- 
ably also of “total gam ” But high terms of trade, induced not 
by any discernible increase m foreign preference for German 
products but by the enforcement, for the time being, of the exces- 
sive ofl&cial rate on the Reichsmark, would serve to reduce and not 
to increase the German expoit position The laige export surplus 
of these years is explained by the flight of capital, and the increase 
of “total gam” was transferred to foieigners^ For the yeais after 
the stoppage of capital exports, both the nominal advantage in 
terms and the relative export position sagged off In view of the 
necessary offsets which have to be made to the apparent gam in 
terms, the probabilities seem to indicate that exchange contiol 
produced a net reduction in the economic “total gam” of Germany’s 
foreign trade Many of Gei many’s important exports, it may be 
observed in passing, must have enjoyed the advantage of inelastic 
demand ovei rather wide contiguous regions 

It remains to review the record of exchange control regarding 
the foreign indebtedness of Germany From mid-1931 to early in 
1938, indebtedness was reduced from 24 billion to 10 bilhon Reichs- 

1 Cf pp 242-257 above 

2 According to hearsay, 36,000 cm! servants devoted their time to this 
activity 

3 Cf pp 257-270 above 
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maiLs Of this sum, eight bilhons repiesented repurchases and 
redemptions, and six bilhons the depreciation of foreign debts 
thiough foieign de^ aluations ^ To aim e at the amount of effective 
transfer it is necessary to subtiact fiom eight billion Reichsmarks 
the depieciation of blocked accounts below a level coi responding 
to foieign devaluations due to the restiicted applicability of these 
accounts, and a fiiither sum foi the lepatiiation of German bonds 
at bargain puces A lougli estimate might be in the neighborhood 
of one-half to one billion Reich'^marks Thus vundfalls reduced the 
German foreign indebtedness approximately as much as repay- 
ments The “windfalls^’ aie a consequence of German exchange 
control, for the fiction of Reichsmark parity pioduced the gams of 
foreign devaluations, and the embargo on capital exports secured 
the piofits on bond lepatriations and export against blocked marks 
It should be noted that the lattei two sources have yielded real 
profits, since they aie actually alieady realized, whereas the first 
source, peitaimng to debts in foreign curiencies, has yielded paper 
profits only, which v^ould disappear with the devaluation of the 
Maik With this one reseivation there is no doubt that exchange 
control ga\ e to Germany substantial economic gams on its foreign 
debts, indeed, Piatier lists the windfalls (fiomthe three sources 
named) as thiee out of four items in his hst of advantages derived 
from the control by Germany ^ The gam is “economic^' in the sense 
of pecumary advantage, but it is not an economic gam m the sense 
of its oiigin Effective tiansfer from 1931 to 1938 amounted to 
seven to seven and one-half bilhon Reichsmarks, whereas expen- 
ditures upon armaments to the outbreak of war have been esti- 
mated as high as 90 bilhon Reichsmarks ^ In view of such facts, 
Germany has not secuied the windfalls upon her foreign obhga- 
tions without an mdirect cost, for, as Saint Jean declares, she has 
solidly established hei reputation as a bad debtor ^ 

As an emergency device for coping with the pamcky with- 
drawals and flight of capital m 1931, and as an intermediate device 

1 League of Nations, Balances of Payments 1937 (Geneva, 1938), p 110 
The League estimate of the effect of devaluations pertains to the period nud- 
1930 to early m 1937, but devaluations from mid 1930 to mid 1931 and from 
early 1937 to early 1938 could make no sigmficant diffeience 

2 Piatier, op cit , p 138 

3 Sternberg, op cit , p 717 

4 Maurice de Saint Jean, La Pohtique ^conomique et financi^re du 
Troisidme Reich (Pans, 1936), p 438 
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for controlling the balance of payments duiing attempts to adjust 
pnces to international equihbnum (devaluation being in practice 
impossible), exchange control answered to economic ends Smce 
1933 or thereabouts the German exchange control is impossible to 
justify on economic grounds — the monetary situation, interna- 
tional trade and foreign debts It is important to establish these 
facts, for the Geiman exchange control has not lacked its apologists 
upon economic giounds I am mchned to beheve that the political 
and economic powers of the National Socialist state would regard 
the mce calculation of economic pro^s and con’s with iiomcal 
amusement, knowing full well their complete irrelevancy Even if 
the case weie conclusive to these authorities that exchange control 
entailed net economic losses, it would have been retamed The 
losses would in all events be lendeied less obvious by certain wind- 
falls the eflfect of foreign devaluations and the German capital- 
export embargo, the forcing of loans through accumulating clearmg 
debts, ^ the achievement of high export puces in clearings through 
pohtical pressure, the restraint upon real wages through control of 
^^non-essential” imports, and the favorable terms of trade through 
the relatively high prices of industrial exports The institution 
persisted because it was an instrument par excellence of pohtical 
power — pohtical power not only over other states but equally 
sigmficantly over vested economic interests within the country 
The National Sociahst state developed this totalitaiian instrument 
to one of its most formidable weapons Unfortunately it must also 
be recorded that, m creating an authority against the decisions of 
which the law afforded no redress, the pohtical predecessors of 
Hitler nurtured an institution which paved the way for totahta- 
riamsm 

1 In 1935 the German cleanngs debts amounted to 500,000,000 Reichs- 
marks and in 1938 to 250,000,000 Reichsmarks Cf League of Nations, loc 
cit , p 111 



Chapter V 

THE PAST AND FUTURE OF EXCHANGE CONTROL 
The Purposes of Exchange Control 

At the outset of this study, five t3^es of exchange control were 
distinguished according to the degree of their divergence from a 
hberal or “free*^ system of international payments ^ That which 
undeilay this scheme was the contrasting oiganization, function- 
ing, and economic epiphenomena of the various controls It will 
be profitable, I beheve, to renew acquaintance with the distinguish- 
able types of contiol, but this time from the viewpoint of their 
purposes Pm poses also range fiom those which are harmonious 
with a liberal system to those qmte incompatible with it, and there 
will be a rough paiallel with the early classification But the two 
are not identical The original scheme, for example, distinguished 
(as types 3 and 4) between overvaluations of the monetary 
standaid proceeding respectively from a flight of capital alone, and 
from lelative inflation coupled with a flight This difference is 
vital so fai as concerns the economic earmarks and functiomng of 
the two types of exchange control, but it corresponds to no neces- 
sary distinction as to the purpose for which control is maintained 
Fiom the angle of aims I distinguish seven categoiies ^ (1) preven- 
tion of umegulated expoit of capital and depieciation of the cui- 
rency, (2) tempoiary insulation to permit adjustment to inter- 
national eqmhbnum, (3) increasing the total economic gam from 
foreign tiade, (4) secunng cheap foreign exchange for government 
purposes, (5) retaliation against foieign contiols, quotas, tariffs, 
and the hke, (6) protection of domestic production, (7) totahtarian 
economic and pohtical control Each of these purposes ments 
some elucidation ^ 

1 Cf pp 1-7 above 

2 In her book on World Trade (New York, 1939), p 125, Ethel B Die 
tnch also gives seven purposes of exchange control Four of these (1, 2, 3, 5) 
fall under my first category of preventing capital export, viz , conserving the 
gold supply, providing devisen for foreign debt service, and stabihzmg 
exchanges, and two others (4, 7) come under my caption of paternalistic or 
totalitarian aims, viz , secunng * ^essential” imports and estabhshing a regu- 
latory instrument of planned economy 

3 The purpose of mere stabihzation against short up-and-down varia- 
tions of exchange is omitted as not belonging to exchange control in the narrow 
sense understood in the present study, cf p 1 above 
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(1) The prevention of unregulated capital export and unreg- 
ulated currency depreciation is a universal purpose of exchange 
control, both for its intioduction and for its retention Capital 
export and currency depreciation are conjoined under one caption 
for the reason that an extensive amount of one almost inevitably 
ushers in the other, at least in the case of debtor countries The 
League of Nations Repoit errs seriously, I beheve, in maintaimng 
that, beside the motive just named, “countries which resorted to 
this measure had m all cases suffered a worsening of their balance of 
trade, and controlled exchange with the dehbeiate intention of 
cheeJcing imports After the depreciation of sterhng on Septem- 
ber 21, 1931, numbers of countries introduced exchange control 
because of an adverse turn in their balances of trade in competition 
with the devalued sterling 6Zoc, it is true After certain countries 
had introduced exchange control, it is also true that others were 
forced to a similar step by the impossibihty of secunng devisen 
payments for exports But it is clear that neither the one nor the 
other circumstance was umversal Indeed, m direct opposition to 
the League Report, the first introductions of exchange control 
occurred m conjunction with a strongly favorable turn in the bal- 
ance of trade, and this was frequently the case with later introduc- 
tions Austria, typically an import economy, showed smaller import 
balances m 1930 and 1931 than in 1929, Hungary's trade balance 
changed from unfavorable in 1929 to favoiable in 1930 and 1931, 
Germany’s export balance skyrocketed from 36 to 2,872 million 
Reichsmarks between 1929 and 1931 ^ Did it escape the authors 
of the Report that a flight of capital produces a favorable turn in a 
country’s balance of trade The throtthng of imports was certainly 
not the concern of Austria, Hungary, and Germany when they 
introduced exchange control It should have been stressed in this 
connection, furtheimoie, that exchange control is notoriously effec- 
tive, thiough its artificially high rate of exchange, in producing 
unfavorable balances of trade 

Even in those cases in which the prime mover was a loss of 
central bank reserves through an import surplus, the threat of 
currency depreciation produced also the threat of capital flight 
Thus Czechoslovakia, hedged against foreign withdrawals by an 

1 League of Nations, Report on Exchange Control (Geneva, 1938), p 
26, itahcs mine 

2 Cf pp 61, 85, 95 above, and pp 369, 380 below 
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equal amount of investments abroad on hei own account, could 
nevertheless e'?penence the danger of currency depreciation through 
a flight instituted by her own citizens as central bank leserves ebbed 
away The same situation obtained with countries for which the 
freezmg of export proceeds by foreign controls caused a steady 
shnnkage of gold and devisen stocks, whether trade balances were 
active or passive It is not surpnsmg that, in accoid with the find- 
ings of the present inquiry,^ the flight of capital is reported as the 
ubiquitous cause of the introduction of exchange control ^ In 
passmg it is worthy of note that the various devices for carrying 
through a capital flight which attracted much attention after the 
early summer crisis of 1931 had been actively employed in Ger- 
many for a year oi more previously ^ 

Moratorium, devaluation, and deflation did not present ehgi- 
ble alternative courses of action to meet the capital flight of 1931 in 
the cases of Germany, Austria, and Hungary^, and this conclusion 
can probably be extended to other countries ® Moratorium would 
have prevented foreign withdrawals but not the export of capital 
by nationals, it is an extreme measure which might have increased 
the pamc psychology, whereas exchange control, though less can- 
did, preserved the appearance of something transitory, and finally 
moratorium at the very onset of difficulties would have outraged 
the creditor interests even more than it did upon its eventual and 
almost mevitable appeal ance Devaluation, as we have seen, was 
precluded by the popular identification of this measure with infla- 
tion, and the argument that it would have increased the burden of 
foreign debts appears to be qmte secondary on short-run considera- 
tions In Austria the opposition of the sociahsts to devaluation, 

1 Cf pp 27-37, 76-80, 166, 171 above 

2 Bank for International Settlements, “Note on Certain Aspects of the 
Liquidity Crisis, 1931-1932,” mimeographed (Basel, April, 1932), p 10, 
Alexander Yovanovitch, M6moire sur le controle des changes en Yogoslavie, 
mimeographed, Institut International de la Cooperation Intelleetuelle (Pans, 
1939), p 23, Jerzy Nowak, Le contrdle des changes en Pologne, Comite Central 
des Institutions Polonaises des Sciences Politiques (Warsaw, 1938), p 7, 
Yirgile Madgearu, Le cdntrole des changes en Roumanie, Institut des Recher- 
ches Sociales de Roumame (Bucharest, 1939), p 7, J B Condhffe, The Recon- 
struction of World Trade (New York, 1940), Ch VII 

3 Melchior Palyi, “Gibt es erne Kapitalflucht aus Deutschland?” 
Berliner Borsen-Couner, December 9, 1930, p 7 

4 Cf pp 7-13, 33-36, 88, 89, 172-173, 189 above 

5 A Basch, “Probleme der Devisenkontrolle,” Mitteilungen des Ver- 
bandes osterreichischer Banken und Bankers, Vol 14, No 9-10, p 224 
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resting on the popular confusion of the idea with inflation, was 
politically conclusive, and in Germany the threat of the trades 
unions to enforce a wage scale based on foieign cunencies turned 
the scales, for the measure would have anmhilated most of the cost- 
reducmg effect of exchange depreciation So far as concerns defla- 
tion, its workmgs would have been too slow to be effective in a 
cnsis, and fuithermore, it would have entailed social costs of 
increased unemployment and further contraction and hquidation 
Here again the opposition of orgamzed labor was important, though 
the voice of the cml servants who would have been affected by 
budget reductions was also heard 

The fact that after 1931 western European countiies labored 
under a state of ^'perpetual crisis’’ — not only m pohtical and eco- 
nonuc matters generally, but specifically also m the sphere of short- 
term capital movements — served partly as a reason and partly 
as a pretext for piotractmg exchange control As time went on, 
othei motives for the prevention of capital expoit assumed an 
importance frequently exceeding the original purpose of maintain- 
ing the parity of currencies De facto and sub rosa devaluation 
transformed the official rate of exchange to a mere face-saving 
fiction What exchange control actually meant in the long run for 
foreign debts differed significantly from one country to another, as 
we shall see in a subsequent section 

(2) After the most acute stage of capital flight, exchange 
control 

^^can indeed be justified as a transitional device for the purpose of accomplish- 
mg the reduction of the gold value of the monetary standaid which is inevi- 
table for its protection or of carrying out the necessary deflation through 
lowering prices and incomes 

The year following the introduction of exchange control in Gei- 
many witnessed the faiily consistent prosecution of this pohcy 
under Brumng, save for the failuie of the goveinment to leduce 
caitel prices and raise inteiest rates - Even from the angle of a 
general ^^reflatiomst” pohcy for combatting depression, it would 
not be clear that this policy was mistaken, for, as Poole maintains 

“the ngorous deflationary measures of 1931 were designed m part to make 
possible the subsequent expansive program, through the medium of first 

1 Gottfned Haberler, Liberale und planwirtschaftliche Handelspohtik 
(Berhn, 1934), pp 104-105 

2 Cf pp 175-177 above 
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strengthening the foreign trade position in order that measures which would 
later weaken it might be pursued ^ith impumt> 

The mimstnes of von Papen and von Schleicher during the balance 
of 1932 and eaiiy 1933 saw a gradual weakening of the deflation 
pohcy, and with Hitler it was abandoned 

Austria affords the unique example of exchange control which 
led finally to international equihbnum ^ Because of the downward 
course of woild prices until 1933, Austria was able to prosecute a 
policy of cautious and piecemeal devaluation without experiencing 
a rise of domestic puces The allocation of devisen for imports had 
largely disappeared by October, 1932, and transactions on current 
account in international trade progressed over the supervised but 
essentially free “piivate clearmg^’ market In March and April, 
1933, devaluation was legally recogmzed for the mterpretation of 
long-term contracts, and a year later the National Bank revalued 
its gold and devisen reserves in accord with a devaluation of the 
Schilling to 78 2 per cent of its former panty Exchange control 
persisted only in unavoidable clearings and m the embargo on 
capital export 

Hungary represents something of a midway position between 
Germany and Austria Without defimtely forsaking international 
eqmhbnum for an ^^autonomous economic pohcy,'' Hungaiy made 
slow progress toward the liberation of international payments, but 
did not consummate the process before the economic setback of 
1938 and the ominous rumbkngs of approaching war Puces in 
Hungary, as m Austria, did not decline appreciably in 1931, despite 
the sudden drop in effective gold prices on world markets, but from 
January, 1932, to September, 1933, there was a gradual decline 
If exchange control had been regarded as a temporary device to 
secure the oppoitumty foi international adjustment, Hungary 
could have devalued in 1934 or have lestiamed domestic prices in 
the teeth of rising agricultural pnces on woild markets to secme 
relative deflation Neither alternative was taken, and despite the 
simphfication of exchange control, the refunding of foreign debts, 
and the lesumption of devisen pa3unents on the debt service, the 
growth of autarkic sentiment prevented the final steps in the 
process 

1 Kenyon E Poole, German Financial Policies, 1932-1939 (Cambridge, 
Mass , 1939), p 25 

2 Cf Chapter II above 
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The histones of Germany after 1932 and Hungaiy after 1933 
illustrate the point made by the League of Nations^ Report, that 
exchange control can serve as a cover not only for the gradual 
process of achieving international equihbnum but also for a “pohcy 
of inteinai credit expansion which raises internal prices much above 
the vorld level Fuithermore, unless the overvaluation of the 
currency is offset by other devices, exchange control actually 
woiks against the debtor nation through stimulating imports and 
thus postponing the day of equihbnum in the balance of payments 
The maintenance of exchange control m Geimany and hei satellite 
countries dehveied a body blow to economic coopeiation and 
“peaceful change ” In part extenuation of this course it deserves 
to be remaiked for the reflection of the hght-hearted advocates of 
free exchange rates that, as Professor Fanno concludes, the depre- 
ciation of currency m “a country which is an impoitant economic 
center and is m addition a centei for the financing of world trade^^ 
enforces depieciation elsewhere, and paralyzes the foreign trade and 
economic life of the world 

(3) Exchange control has also been directed toward increas- 
ing the gam fiom international trade This subject is reseived for 
fuller tieatment in a later section, but it is clear that the theoretical 
possibihty exists, in case the country enjoys a monopoly oi monop- 
sony m sigmficant lines of export and import respectively, for 
changmg not only the terms of trade but also the “total gain’^ in a 
favorable direction (terms multiplied by volume) The mere fact 
of transportation costs affords a certain monopoly or monopsony 
zone, and this margin may be increased by other obstacles to trade 
such as tariffs, quotas, and import and export prohibitions “On 
paper’' there would seem to be opportunity to exploit this margin, 
either by the enforcement of a umque rate of exchange above the 
competitive equihbnum level or by discrimmatory rates Thiough- 
out its pre-war exchange-control history Germany opeiated upon 
the basis of monopolistic discrimination, and Hungary followed 
suit until late in 1935, but in Austria the practice did not go beyond 
the nairow sphere of exporting against Sperrschilhngs at different 
discounts for a short interval We shall recur to the expenences of 
Hungary and Germany, which were not ci owned with success from 

1 League of Nations, Report on Exchange Control, p 28 

2 Marco Fanno, Normal and Abnormal International Capital Transfers 
(Minneapolis, Minn , 1939), p 98 
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an economic angle Eecently it has been urged that England raise 
the pound late and even discriminate m the straits of war between 
vanous categories of exports to increase the gam of trade ^ From 
the viewpoints of probable success and of ad\erse repercussions 
upon mternational trade, artificially high and discriminatory rates 
of exchange would seem to be more defensible m war than m a 
peace economy ^ 

(4) The Treasury is always able m an exchange-control 
country to procure foreign devisen at the low oflSlcial rate for its 
own purposes Undoubtedly the fiscal purpose of exchange control 
rarely supphes its chief justification In Rumania, indeed, it is 
asserted that “the demand of the government for devisen nearly 
always exceeded that of pnvate persons But m any event the 
securing of a contmmng supply of foieign exchange at bargain 
prices might explain the continuance of exchange control and a 
wholly fictitious official rate in situations where they had otherwise 
lost their raisons (Tetre 

(5) Once exchange control had been estabhshed by the impor- 
tant trading partners of a given country, the introduction of con- 
trol for its own economy might be conceived as a “retahatory 
measure’’ in a broad sense “Retahation” usually connotes the 
idea, however, of attempting to induce the cessation of the offensive 
action, and this could scarcely be imputed to all exchange control 
systems introduced after, say, October, 1931 In this narrower 
sense examples are not altogether lacking of retahatory exchange- 
control systems, and pro tanto of exchange-control measures Aus- 
tria made extensive de facto departures but retained the entire 
legal structuie of control, in order at any time to impose a retaha- 
toiy freezing of accounts m response to a similar foieign comse 
England threatened a compulsory clearing and the levying of a 
20 per cent import tax upon Geiman goods as a means of pro- 
testing against the Moratonum of July, 1934^ On May 6, 1935, 
Germany promulgated a devisenpohhsches Ahferhgungsverbot 

1 Grenville Holden, ‘‘Rationing and Exchange Control in British War 
Finance,” Quarterly Journal of Economics, Vol 54, No 2 (February, 1940), 
pp 171-201, Thomas Balogh, “Foreign Exchange and Export Trade Pohcy,” 
Economic Journal, Vol 50, No 197 (March, 1940), pp 1-27 Balogh, but not 
Holden, recommends discriminatory rates 

2 Cf pp 314, 341-343 below 

3 Madgearu, op cit , p 37, cf also pp 8-9, 21 

4 Gf p 201 above 
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against France and Czechoslovakia, requiring special import 
certificates foi the goods as an answer to alleged discnmmations 
against Geimany ^ 

(6) Sooner or later virtually every exchange-contiol system 
has lost its original orientation toward the monetary standard and 
capital flight and has become an instrument for ultenor ends 
Since exchange control ordinarily involves an overvalued currency 
umt, imports — though unusually profitable at the official exchange 
rate — stand to be i educed in quantity relatively to exports 
Domestic lines of production which have to compete with imports 
are thus protected In predonoinantly industrial countnes, such as 
Austria and Germany, agriculture benefited, and in a predomi- 
nantly agricultural country, such as Hungaiy, the relative gam 
accrued to industry Protection m the old-fashioned sense appeared 
as a by-product of attempting to defend the currency, but it proved 
to be so welcome a by-product as ceitainly to become an end itself 

Yet protection in the traditional connotation of measures to 
increase the domestic market for home industries in a competitive 
regime falls sadly short of the “ulterior aims” of exchange control 
in its later phases The nearest of km, which is nonetheless an 
extension of the older concept of protection, is the effort to reach 
“full employment ” Whether the unemployment is regarded as a 
cychcal or secular matter is a matter of indifference, for it is gener- 
ally agreed that the German program of expansion had no discern- 
ible reference to cycle theory ^ Though ulterior to monetary and 
financial aims, the purpose of reaching full employment would 
certainly be considered, on its face value at least, as an economic 
end Guillebaud's book, both by the evidence of its title, “The 
Econonuc Recovery of Germany,” and by its tenor throughout, 
regards the developments — rathei naively m my judgment — from 
this angle Through the years 1931 and 1932 the Geiman govern- 
ments were indeed primarily concerned with the rehef and com- 
batting of unemployment, though exchange control was not one 
of the weapons From 1933 onward unemployment decreased and 
finally in 1938 and 1939 gave place to a labor shortage, and 
exchange control as a protectiomst device undoubtedly aided the 
process It is undoubtedly true, as A G B Fishei declares, that 

1 Cf pp 222 above 

2 Of Poole, op cit , p 75, and C W GuiUebaud, The Economic 
Recovery of Germany, 1933-1938 (London, 1939) 
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^^the Germans believe that the same measures ivhich insure their 
economic independence and make them impregnable in a nuhtary 
sense vnll also insure immunity against the viius of the trade* 
cycle ^ But which was the fundamental aim'i^ 

(7) Had the fundamental aim of totahtanan states actually 
been the furtheiance of home mdustiy, exchange control would 
have been abolished at the behest of the export interest, for it 
clearly preponderates m the German economy Had the funda- 
mental aim actually been the extension of employment, on the 
other hand, it would scaicely be conceivable that the standard of 
hving should be tieated m so stepmotheily a fashion Furthermore, 
in order to piomote home employment, exchange control would not 
have been permitted to decrease exports relatively to imports and 
hold them at this low level It has been observed by more than one 
writer^ that exchange control differs from Mercantihsm in that 
exchange control sometimes seeks to expand exports with the 
avowed aim of increasing imports But such an aim does not 
conform to a Keynesian program of increasing domestic employ- 
ment through protection Nor does the ideal of autarchy — the 
creation of an internahonal self-sufficient umt dominated by the 
needs and aids of the totalitarian nation — conform to this pro- 
gram, as would autarky, tout simple ^ 

The aim of exchange control m Germany after the advent of 
the National Socialists was the furtherance of their economic and 
pohtical power both abroad and at home On the side of foreign 
trade and international relations, as a German writer has said, 
“regionalism, Grossraumwirtschaft, preference systems, imperial- 
istic policy — these are the catchwords which must be named in 
this connection,’^^ or as a French wnter has more pointedly 
expressed the purpose, une Sconomte de guerre ® So much has been 
recogmzed But there is some danger of neglecting the significance 
of exchange control m the domestic economy Exchange control is 
indeed an effective device for regulating all items m the balance of 

1 A G B Fisher, Economic Self Sufficiency (Oxford, 1939), p 22 

2 H R Hormi, Memorandum on the Exchange Clearing and Compensa- 
tion System as Apphed by Finland, and Andr^ Piatier, Exchange Control A 
General Survey, both works presently to be published by the International 
Institute of Intellectual Cooperation, Pans 

3 Cf p 190 above 

4 Hans Brockmann, ^‘Devisenloser’^ Zahlungsverkehr (Hamburg, 1935), 
p 127 

5 Piatier, Le contr61e dea devises, p 138 
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payments, as Heuser concludes^ it is fmtheimore, m Balogh^s 
words, ^^the fulcium of the central control of all important primary 
commodities”-, but it is finally a device by which a dictatorship 
achieves and continues to exercise control over the economic and 
pohtical destimes of the populace 

Fobeign Debts Under Exchange Control 

Inasmuch as an original and continuing purpose of all exchange 
control has been the prevention of unregulated capital exports, it is 
sigmficant in an appiaisal of the institution to leview its record 
conceimng foreign debts A comparison of the accomphshments of 
Germany, Hungary, and Austria will reflect, beside the general 
course of developments, the lelative importance of certain other 
purposes of exchange control as set forth in the preceding section 
The investigator encounteis difficulties because of the different 
dates at which estimates of foreign indebtedness have been made 
for the several countries, but these discrepancies can be allowed for 
in interpreting the data Estimates are lacking for Austria m 1931 , 
and the comparison cannot extend beyond 1937 because of the 
absence of statistics for Hungary and because of Austria's disap- 
pearance as a separate state Despite these hmitations, certain 
contrasts are evident 

Compare first Germany with Austna the former reduced her 
debts by 57 9 pei cent and the latter by 55 7 pez cent m the inter- 
vals given in the table on p 169 But the interval is a year and a 
half longer for Germany than for Austna During this mteival 
sterling devaluation occuried the windfall augments the Geiman 
but not the Austrian total debt-reduction percentage as given m 
the table But only 25 8 pei cent of Austria's debt reduction was 
caused by foreign devaluations, whereas 43 5 per cent of Germany's 
came from this source Germany's actual payments weie there- 
foie substantially lower than Austria's as a peicentage of debts 
outstanding in mid-1931 

This record is the moie stnkmg m view of Germany's advan- 
tage m teims of trade by virtue of her moie highly fabricated 
exports, m view of Austria's faltering Lehensfahigkeit in the eco- 

1 Hemnch Heuser, Control of International Trade (London, 1939), p 
205 

2 Thomas Balogh, “The National Economy of Germany, “ Economic 
Journal, Vol 48, p 481 
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nomic sphere, and m view of the achievement of full employment in 
Geimany Ohhn has pointed out that full sei vice on German foreign 
debts T\ould not have exceeded five dollais 'pei capita per annum j 
and that this amounted to no moie than one-fifth of the figuie for 
New Zealand and Australia and one-thiid the figuie for Argentina ^ 
A fmther compaiison, which does not appear fiom the figures in 
the table, may be drawn In 1933 Austiia and Germany stood 
upon appioximately equal footing as to per capita foieign debt 
(476 and 487 Schillings) and also as to ratio of total foreign debt to 
total exports and impoits (163 and 159 per cent)% and yet by 
April 22, 1933, Austiia had converted hei blocked accounts to free 
accounts, and by Decembei 10, 1934, had completely liquidated the 
Standstill debt, whereas Germany even in September, 1938, was 
accumulating new categories of blocked accounts and had not 
completed the payment of the Standstill debts 

The debtor countiies undoubtedly encounteied seveie diffi- 
culties not of their own making — the handicap to their exports 
through foreign devaluations, protective taiiffs and quotas, and 
the wilhngness of ci editor countiies to saciifice the volume of cur- 
rent tiade to amortization quotas ^ But it remains to be shown that 
Germany suffered more in these lespects than Austria One might 
be disposed to conclude that the transfer capacity of a country 
which largely abandoned exchange control exceeds that of a coun- 
try which maintains it The deduction would piobably not go far 
aimss, and yet the question remains why one nation relegates the 
control to relative desuetude whereas the other takes it as the key- 
stone of the economic system Is it irrelevant that the Munich 
program of the National Sociahst party pioclaimed the liberation 
of the State from all debts contracted with the '^capitahstic 
countries”'^’^ The ground for this pohcy was the conviction, which 
Schacht dinned in the ears of the world, that Germany's debts 
represented only a refunding of the Veisailles “tribute ” 

1 Bertil G Ohlin ‘qnternational Economic Reconstruction,” in the 
volume bearing the same title published by the International Chamber of 
Commerce (Pans, 1936), p 89 

2 Gustav Warmer, ‘^Die Auslandsverschuldung Osterreichs,” Mitteil- 
ungen des Verbandea osterreichischer Banken und Bankiera, Vol 16, No 
10-11, pp 290-291 

3 H J Tasca, World Trading Systems (Pans, 1939), pp 83, 95, 122, 
et passim The author dwells upon England’s attitude as an example of the last 
obstacle named above 

4 Gf Saint Jean, op cit , p 436 
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The reduction of Hunganan foieign debt by 41 9 per cent, 
between one-fourth and one-fifth less than the figuies for Austria 
and Germany, is piobably adequately accounted foi by the seventy 
of agncultuial depression and adverse developments in the Hun- 
ganan terms of trade ^ So small vere the actual repayments on 
Hunganan debts, hov^ever, that foieign devaluation accounts foi 
76 per cent of the total reduction, the repatriation of bonds (which 
does not represent repayment to persons desiimg it) 19 6 per cent 
— together 95 3 per cent, vhereas the Geiman percentages are 
43 5, 5 6, and 49 1 respectively ^ The German figure for repatiia- 
tions does not extend past November, 1933, but the process had 
nearly lun its course by that time, and the relative shaie of debt 
reduction fiom this source (5 6 per cent) would not be substantially 
less than the ultimate figure In view of her general economic 
situation it is not surprising to discover that Hungaiy repaid so 
small an amount of hei foieign debts It is little less than a scandal, 
however, that the differential between the foreign and domestic 
prices of Hunganan bonds should have been exploited by the State 
instead of accruing to private indi\uduals within the country as a 
pure windfall Had the exchange-control authorities not fallen 
victim to vested interests or inertia, the lepatiiations would have 
operated to improve instead of decreasing the Hunganan volume 
of trade ® The most obvious result of a comparison of Germany 
and Hungary on the matter of foreign debt liquidation is the con- 
clusion that if exchange control is to be, it must be thoroughgoing 
The admimstration of the eontiol foims the topic of the next sec- 
tion, but certain observations are still in point on the piesent 
subject 

Exchange control is beyond doubt justified m its pievention of 
capital exports at a more rapid rate than the financial and eco- 
nomic structure of the debtor country peimits oi the disposition or 
economic capacity of the ci editor country to leceive payment m 
goods allows Against a sudden pamcky rush of foreigners and 
nationals to transfer funds, as in the summer of 1931, it is neces- 
sary, as m the case of commercial banks, to defend cential banks 
For the longer peiiod, after the quelhng of the original revolt but 
during a continued restiveness on the part of foreign creditors and 

1 Cf p 131 

2 Complete figures for repatriations m Austna have not appeared 

3 Cf pp 145-147 
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domestic capitalists, it has sometimes been said that a depreciation 
of the currency ould piovide the necessary brake to withdrawals 
I do not subscribe to this belief Since foreign debts for most 
central European countries were incuned in foieign currencies, 
the depreciation of the debtor cuirency did not opeiate, deprecia- 
tion may moreover add file to the flame of capital withdiawals or 
flight, finally, even if a suflSicient export surplus could be developed, 
the movements of flight capital, having no particulai economic 
justification, would produce dislocations in world tiade which 
subsequently would have to be undone ^ 

For reasons of this sort, the systems of blocked accounts- m 
the vanous exchange-control countiies, together with the transfer- 
accounts managed by the monetaiy authorities^ — the Foreign 
Creditors^ Fund m Austria, the Cash Office of Foreign Credits m 
Hungary, and the Golddiskontbank fund in Germany — had an 
economic rationale comparable to the fund managed by the Agent 
Geneial for Reparation under the Dawes Plan The device of 
hquidating these balances through “additionaF^ exports had also a 
legitimate foundation Furtheimore, that these Sperr accounts 
should sell at a discount even below one which would reflect the 
real equilibrium value of the exchange-control countiy's cuirency 
has a certain justification in the lagging recogmtion on the side of 
creditors of the drastic fail in interest rates during depression 
Interest reductions did indeed figure m the renewals of the Stand- 
stills^, but it is fair to assume that the fall of contractual interest 
did not keep abreast of market rates in the intervals between 
revisions 

This apology for the general treatment of debts under exchange 
control does not extend to its actual admimstration in all respects 
The Agent Geneial for Reparations may indeed have erred favor- 

1 Of Bank for International Settlements, loc eit , pp 34~35, Herbert 
Gross, “Ausgangspunkte, Formen, und Wirkungen der Devisenbewirtschaft- 
ung,’’ Archiv fur Sozialwissenschaften, Vol 69, p 54, Paul Emzig, Exchange 
Control (London, 1934), p 108 

2 Cf pp 18, 50-51, 81, 132-141, 145-146, 178, 198-200, 236-241 
above 

3 Cf pp 53-54, 97, 141-146, 178, 198-200 above and p 372 below 

4 Cf League of Nations, Quarterly Reports on the Financial Position 
of Austria (Geneva, 1932-1936), passim, and Quarterly Reports on the Finan- 
cial Position of Hungary (Geneva, 1932-1938), passim, and pp 178, 198, 213, 
214 above 
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ably to creditors' interests, but he ^ as clearly instructed to obser\ e 
the debtors' inteiests and the effect of transfers upon the German 
domestic economy The admimstiation of the blocked accounts and 
Foreign Cieditois' Funds was based upon no agi cement with 
creditors,^ and it cannot be exculpated from the chaige of arbitraii- 
ness and even exploitation in suddenly changing and frequently 
nan owing the peimissible uses of frozen accounts It must further- 
more be recorded that the concept of “additional exports" departed 
farther and farther from its ongin in the utilization of blocked 
accounts and even the repatriation of secuiities, it came eventually, 
as we have seen,^ to be mdistingmshable fiom exports in general, 
for which, under the overvalued official exchange paiity, ad hoc 
devaluation or subsidies had to be provided 

In concluding the analysis of foreign debts under exchange con- 
trol let us advert to a theoretical question peitaimng to treasury 
borrowings fiom the foreign creditors' funds Objections were 
raised to this practice by certain economists^ on the grounds that 
it undid the very deflationary pressure which it was the purpose of 
the fund to cause in order that exports be stimulated and the real 
transfer be bi ought to pass While this leasoning is partly correct, 
it misses the fact that the puipose of the fund was not merely to 
transmit pnvate debt hquidation automatically into effective 
transfer, otherwise theie would have been no purpose in Standstills, 
Moratona, and capital-export embaigoes The purpose of the 
fund was rathei to serve as a buffer between piivate and national 
repayments, to employ terms proposed by Varga ^ The Dawes 
Report, accoidmg to Varga's argument, missed the leal point m 
distmguishmg the national “raising” and the national transfer of 
funds for repaying debts the real contrast should run between 
pnvate “raising” (repayment, as into a fund) and national repay- 
ment If a nation “raises” the money, it has sequestrated a certain 
amount of purchasing powei, and if so the transfer is ordinanly 
effected by the attendant price-level reduction Varga's argument 

1 The admimstration of these funds should not be confused with such 
matters as the Standstill agreements themselves, the Credit Anstalt liquida- 
tion, etc 

2 Cf pp 84-85, 133-144, 199, 200 above 

3 Cf p 132 

4 Stefan Varga, **BemerLungen zu den Problemen von Aufbnngung und 
Transfer,’ Economic Essays in Honour of Gustav Gassel (London, 1933), 
pp 649-663 
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IS correct; I believe The discharge of debt by an mdividuars 
payment into a State fund has no diiect significance for transfer 
And the fund itself has no significance for transfei in and of itself, 
but only as it foims a pait of the geneial monetary situation The 
amount of tiansfei not exceed the accumulation in the special 
fund, if this exhausts the sums which can legally be remitted 
abroad How far the actual transfer falls short of this limit depends 
solely upon the willingness or abihty of the monetaiy authority to 
create a piice-level differential between the home country and 
foieign countries, either by piessmg deflation faster or restraimng 
inflation State boi rowing from the fund represented a dehberate 
choice of hunting transfer, whatever private repayments might be 
So too did the provisions foi domestic utihzation of Sperrmarhs^ 
including, as Brockmann observes, the EffeUensperimark^ which 
could be used for the puz chase of domestic securities^ In other 
words, if the State interposes exchange control and a foreign 
creditors' fund between debtor and creditor, transfers depend upon 
fiscal pohcy and no longei upon an impersonal mechanism 

Administrative Experience 

The interest of the economist m exchange control does not 
center in its administration or in the mass of legal provisions and 
decisions under which it opeiates A few essentials are, of course, 
indispensable to an understanding of the institution, but even to 
know what are essentials is difiScult, because of the diverse aims of 
various national systems The most widespread sort of exchange 
control IS the fifth type identified in the introductory chapter, 
involving three mam characteristics (1) the maintenance of a 
(more or less) overvalued rate (or rates) of exchange, (2) the pro- 
hibition of capital export except undei supei vision, and (3) govern- 
ment regulation of imports One does not speak wholly facetiously 
in saying that to enforce these pimciples the government must 
^ ^prohibit everything ” Moie specifically, ^^full" exchange contiol 
entails the foUowmg state monopoly of devisen and piecious 
metals, including the compulsory sale of existing stocks in piivate 
hands, fixing of official rates of exchange and prohibition of pubh- 
cation of non-official rates, the prohibition of exports of devisen, 
money, precious metals, and foreign securities, the requirement of 

1 Brockmann, op cit , p 91 
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guarantees that de\asen proceeds will be forthcoming foi exports of 
goods, the prohibition of capital exports in the form of loans to 
foreigners, the piohibition of depositing de^nsen to domestic 
accounts, of depositmg domestic money to foreigners’ accounts, of 
transferring funds between foieigneis’ accounts, or between for- 
eigneis’ and residents’ accounts, or vice versa, piohibition of imports 
of domestic money, of foieign secuiities — and of foreign goods 
without the permission of the import authonty, registration and 
frequently the compulsoiy sale of foreign secuiities, the prohibition 
of export and import transactions with certain countries except 
through the clearing, and of barter deahngs except under govern- 
ment auspices ^ 

The ammus of certain of these prohibitions is not always self- 
evident, hence they were lacking in the exchange control structures 
of some countries, with consequent evasions Thus the existence of 
a free market in gold might seem innocuous, if the export of gold 
were effectively suppiessed The objections aie, first, that the price 
of gold affords too painfully conspicuous and faithful an indicator 
of monetary depreciation, whereas exchange control is partly 
explicable as a Machiavellian device for veihug this fact from the 
populace, and second, that fiee dealings m gold make it easier for 
professional smugglers^ to operate The free gold market main- 
tained by the Vienna mmt operated throughout the Austnan 
experience, and it was not until March, 1935, that the market m 
Budapest was suppressed^ The lesson that transfers between 
foreigners’ accounts pernnt evasion is apparently not easily 
learned Here again, if it were easy to prevent the tiansfer of 

1 A number of countries maintain official or quasi-official digests of 
exchange control law and practice, such as Wilhelm Kedmg, Devisenarchiv 
(Berhn, March, 1936 to date), for Germany, K M Webr and J Kozdk, 
Kommentar zu. den Cechoslovakischen Bevisenvorschriften, together with 
penodical Supplements, for Czechoslovakia until its disappearance as a separate 
state, for Hungary, Vereimgung der Sparkassen und Banken, Budapest, 
Devisenbewirtschaftung in Ungarn Gf also Bank for International Settle- 
ments, Foreign Exchange Begulations m the Different Countries (Basle, 
1931-1938), Bureau of Foreign and Domestic Commerce, Foreign Financial 
News (Washington) 

For an excellent summary of legal problems m this connection, cf Arthur 
Nussbaum, Money m the Law (Chicago, 1939), Ch VIII, Debts under 
Exchange Control 

2 In the topsy-turvy world of exchange control, where debts aie an 
economic fulcrum and where ‘^devisen citizenship” is not a matter of birth, a 
smuggler conveys contraband out of the country 

3 Cf pp 64r-65, 147 above 
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funds or actual money from a foieigner’s account to the account 
01 possession of a lesident, no harm could be done Smce the 
latter operation permits piofitable export without devisen receipts 
and represents a flight of capital, and since transfer between 
foieigners facilitates transfers to residents, both must be pro- 
hibited Austria per nutted both kinds of transfer durmg the fiist 
few months of control, and even the remtroduction of full control 
under German sovereignty was attended with the same shortcom- 
ing ^ The exchange contiol of Great Britain in the present wai has 
also been criticized on this score ^ A third illustration of super- 
ficially unnecessary measures is found m the prohibition of the 
reimpoitation of domestic money In Hungary this was never pro- 
hibited, in Austria the President of the National Bank said that 
the measure would serve only to drive down the foreign value of 
the currency^, and m Germany the practice was piohibited only on 
December 6, 1935 President Kienbock^s observation is correct, 
and if it weie possible to prevent the export of money completely, 
it would actually be better to refiam from a prohibition of import 
But if a considerable supply leaks out, the motive to exportation 
may be undermined by a sufficiently drastic linutation on importa- 
tion to destioy the foreign price 

Ferreting out e^ asion absorbed a large share of the time of the 
exchange admimstiation m every contiol country Beyond perad- 
venture it was not only the libeial disposition of the central bank 
management in Austria but also the notorious evasion of exchange- 
control regulations,^ especially through the purchase of foreign 
securities, which accounted for the short duration of the experience 
Hungarian control was also incomplete, in this case most notably 
through the incapacity of the authorities to prevent the private 
repatriation of secuiities ® By the testimony of all observers, Ger- 
many maintained the most effective control, although not without 
numerous revisions to cope with evasion ® As late as December 15, 
1936, it was thought woithwhile, in a decree imposing the death 

1 Cf pp 40-43, 70 above 

2 Cf Balogh, Economic Journal, Vol 50 (March, 1940), p 4 

3 Viktor Kienbock, “Die Durchfuhrung der Devisenbeschrankungen 
und Ihr Emfluss auf die allgememe Wirtschaftsbedingungen,’^ address to the 
Bank for International Settlements, mimeographed (Basle, May, 1932), p 10 

4 Cf pp 40-44, 65 above 

5 Cf pp 81, 142-148 above 

6 Cf pp 167, 175, 181-182, 204, 220 above 
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penalty for “economic tieason’’ (chiefly violations of the exchange- 
control lavs) to pio\nde an amnesty — the last of a series since 
1931 — for those persons who levealed their hidden supphes of 
foreign de^nsen before Januaiy 31, 1937 Economists of hberal 
persuasion can denve no comfort, ho'vvever, in the leflection that 
the system breaks down through evasions Deduces for e\ asion are 
indeed myriad, but the ubiquitous secret pohce of totahtaiian 
regimes and extieme seventy of pumshment can be counted upon 
to extirpate all but a negligible amount of violation, except that 
condoned or practiced by the State itself ^ 

Adnoimstration of exchange control has resulted in sophistica- 
tion upon other matters than evasion For one thing it has become 
apparent that the allocation of devisen necessitated by the high 
official rate on the home cunency cannot ultimately be other than 
arbitrary Germany does indeed afford an almost umque illustra- 
tion of allocation accordmg to an “objective” scheme from August, 
1931, to the summer of 1934 But the basing of allocations upon 
foreign exchange reqmrements by firms durmg a previous period, 
even if rigorously adhered to, necessitates departures to permit the 
entry of new firms in place of those withdramng from the market 
Who shall be the new firm, and what objective justification is there 
for mamtaming the continuing firms upon precisely their old stand- 
mg relatively to one another? Inevitably this rule of thumb is 
abandoned for a more “reasonable” basis A German apologist for 
exchange control declares that it secures stabihty in the monetary 
standard “through preserving the equihbnum of supply and 
demand If the eqmhbnum is not produced by the movement of 
price, it IS achieved only by rationing on the basis of the most 
“necessary” imports But what imports are moie necessary, what 
basis of ratiomng is most reasonable? For what necessary, and to 
whom reasonable? 

Anothei lesult of administrative expeiience is the discovery 
that official valuations upon currencies are very difficult to mam- 

1 The London Economist, Vol 134 (February 4, 1939), p 255 reported 
that large amounts of brand new Heichsbank notes were flooding the London 
market Presumably the German authorities themselves were the source of 
these notes By violating the Devisen Law in exporting the notes and again in 
permitting a small inflow sufficient to support the foreign quotation, the author- 
ities were able to command a certain amount of foreign devisen from foreigners 
gulhble enough to hold the notes for speculation 

2 Oarl-Hermann Muller, Grundnss der Devisenbewirtschaftung, 2d 
ed (Berhn, 1939), p 327 
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tain As m any soit of lationmg, it is difficult — though not impos- 
sible — to pi event the joining of foices between those who would 
pay more lathei than forego the purchase, and piospective sellers 
who would gladly lecen e a highei puce Of all elements in exchange 
control the official late has been the element most fiequently 
sacrificed It is not necessary to review the gamut of devices — 
special frozen-cuirency rates, piemia and surcharges, ^^additional 
export’^ rates, \arying proportions of payment at the official and at 
special cleanng and other devalued lates — encountered in the 
course of this study The Hungaiian and German experiences show 
a constant increase of tiade under these devalued ad hoc currency 
units, until from 75 to 80 pei cent of the total foreign trade was 
included It should be noted that the successful functionmg of 
cleanng with anothei equally-devalued-cunency country is no 
exception to the rule 

Fmally, it appears cleaily from the control histones that 
bilaterahsm m tiade retains its essential charactenstics despite 
permutations of form Evidence to this effect appears not only in 
the ambiguity of such words as “compensation^' and “payment 
agieement” in the techmcal literature, but also in the vogue 
enjoyed by such baiter devices as Aski Marks and payment agree- 
ments,^ and their subsequent engulfment in the general welter of 
clearmgs It is generally recognized now that then essential char- 
acter IS the same ^ The final sections of the present chapter disclose 
why this IS true 


Rates of Exchange 

To the degree to which authorrtanan interference m inter- 
national trade and payments becomes a matter of contiol of the 
composition of imports and exports, their source, destination, and 
quantity, trade control supplants exchange control It is undoubt- 
edly true that protection, autarky, and totahtarian control have 
gradually taken the ascendency over the original, primarily mone- 
tary and financial aims of these interferences, and this ascendency 
bids fair to persist in the future It still remams true, however, that 

1 Cf pp 213-216, 218-221 above 

2 For example by Margaret Gordon, Barriers to World Trade A Study 
of Commercial Policy (in process of publication), Ch VII, Tasca, op cit , pp 
88-89, Muller, op cit , p 344, League of Nations, World Economic Survey 
1935-1936 (Geneva, 1936), p 212 and Condliffe, op cit , Ch VIII, but 
apparently not by Dietrich, op cit , pp 139-140 
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official and moie or less aitificial rates of exchange chaiacterize the 
situation, they supply the mam explanation of the mtroduction of 
exchange contiol, and through their metamoiphosis into discrim- 
inating monopoly prices on an international scale, they may become 
commonplace m the futuie Let us bnefly leview the lesults of the 
present investigation so far as concerns rates of exchange measures 
of the overvaluation involved in official lates, departures from 
official panties, the relation of actual exchange rates to monetary 
equilibiium, and the pro’s and con’s of devaluation ^ 

To conceive — and much less to measuie — the overvaluation 
of a currency under exchange control as a unique phenomenon is 
not possible The maiket for bills of exchange ceases to be a unit, 
not only because payments are forcibly sepaiated into imperfectly 
commumcatmg subdmsions, but also because trade itself is marked 
off into categones, e g by countries, by method of ^^balancing,” 
according to whether the items aie oidinary or ^^additional,” 
transit or not, for cuiient account or the liquidation of debts, for 
domestic consumption or for fabrication and leexport, and the 
like Consequently we disco'vei a plurahty of measures of ovei- 
valuation purchasing power pauty, export prices, the domestic 
price of gold bullion or foieign secuiities, quotations on domestic 
currency m a foreign market, quasi-official or ofiBcial premia and 
surcharges on foreign devisen, the prices of Sperr accounts, and the 
percentage of subsidy per umt of expoited goods The ehgibihty 
of each of these measuies differs considerably amongst national 
economies 

Purchasing pov^er parity, deriving as it does from the relative 
movement of general wholesale indices fiom some base year repre- 
senting approximate equihbrium, might be expected to afford a 
measuie only oxer long periods wffien distuibances induced by 
capital movements and changes in reciprocal demand had run their 
course Its usefulness is conditioned, furthermore, by the freedom 
of domestic prices to move under ordinary supply and demand 
forces Over the two-year penod from the middle of 1931 to the 
middle of 1933, when the Schilhng reached its eventual depreciated 
level of 78 2 per cent, Austiian sensitive puces had moved about 
reciprocally to this index for the United States and Germany ^ 

1 The subject of multiple or discriminatory rates will be examined in the 
following section m connection with the “terms of trade 

2 In the present section and the two subsequent sections, inferences to 
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In the case of Hungary, v^e have been able to trace a rough paiallel 
between the relationship of Hungarian to Biitish wholesale prices, 
on the one hand, and other measures of pengo depieciation, on the 
other The prevalence of puce maxima in Germany would cause a 
computed index of purchasing power panty to undei state the over- 
valuation of the Reichsmark, but m conjunction with othei infor- 
mation this index shows approximately the ovei valuation (50 to 
75 per cent) relevant to a unitary devaluation to equilibrium in 
the last years befoie the war Export puces cannot be employed 
in lieu of wholesale prices, if exports are subsidized or main- 
tained by debtors’ windfalls on frozen accounts 

The quotations on gold m Vienna throughout the Austrian 
experience and in Budapest to March, 1935, w^eie subject to shaip 
short-teim fluctuations not shared by commodity price indices, but 
in the long lun they showed trends similai to purchasing pow^ei 
comparisons For shoit-peiiod movements again, the Austnan 
Busmess Cycle Research Institute made successful use of the 
Vienna quotations on Swiss railway bonds compared with the Zurich 
prices, but in Hungary?- and Germany the suppiession of a free 
maiket m foreign secuiities prevented the resoit to similai indi- 
cators We have found that Zuiich quotations on pengo notes, 
while subject to pecuhar movements of then own, confoimed to 
other indices over longer periods, but the ngor of German regula- 
tion of the tiaflfic in notes over the bolder made the foreign prices 
on Mark notes insigmficant for general comparisons 

Where a government itself modifies or tolerates deviations 
from the official panty in oidmary trade involving the national 
currency unit itself, these rates of exchange indicate how great the 
overvaluation has come to be at a muumum, but they seldom recog- 
nize its full extent Austria did, mdeed, ainve at an equihbnum 
value of the Schilhng by permitting supervised dealings on the 
'^private clearing” market, Hungaiy puisued a moie haltmg course, 
permittmg only oflacially estabhshed premia and surcharges, 
generally laggmg behind actual depreciation, but Germany has 
never officially recognized depreciation m the Reichsmark itself 
Concessions were occasionally made m clearmg rates to prevent a 
revolt by Mark balance holders Oui investigations have showm 

supporting passages m the body of the monograph are not given, except 
occasionally, because of the great number which would be required Relevant 
information can be found by consultmg the index 
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that the quotations on vaiious categoues of frozen accounts give 
no reliable measuie of cuirency depreciation, being subject to a 
number of stionger vaiiables than the behavioi of domestic prices 
— most notably limitation on the uses of each categoij’', changes m 
these prescriptions, and anticipations concerning the solvency and 
pohtical futuie of the country In the case of Geimany, the per- 
centage of subsidy per umt of expoit vas found to covei most, but 
not all, of the margin between Geiman and English wholesale 
prices, on the one hand, and German and English expoit prices, on 
the other The remainder is exphcable as the margin of overvalua- 
tion which Germany could cover by discnmmatory lates of 
exchange in place of a umform rate Since the discrimination raised 
the ‘^real value” of the Reichsmark somewhat,^ the Mark over- 
valuation to foieign importers was still indicated by the export 
pi ice companson, the overvaluation foi devaluation retaining dis- 
crimination, by a comparison of wholesale puces mznws the German 
expoit subsidies, and the oveivaluation for devaluation eliminating 
discrimination, by a comparison of wholesale prices 

While overvaluation has contmued to characterize exchange 
control systems with few exceptions, the inevitable retarding of 
exports and acceleration of imports very shoitly forced departures 
from the original official panties Three of the seven potential 
measures of overvaluation described in the preceding paragraphs 
also represent methods of introducing devaluations without sacri- 
ficing the formal parity premia and surcharges on foreign devisen, 
exporting against frozen accounts, and subsidies on exports The 
last method includes, beside the foithnght gi anting of State funds 
to exporters, a number of less direct devices, such as the Polish 
system of low freight-rates on export meichandise, and the German 
system of levies through which an entire industiy supported its 
export branch To these methods may be added de facto devalued 
rates permitted foi certain clearing relationships, and occasionally 
foi barter or compensation, as for example with the Aski Maiks 
The official late is also suiiendered when the State permits export- 
ers to retain devisen to cover their imports of raw matenals, as in 
the Austrian and Hungarian ^^certificate system”, or when the State 
reqmres varying proportions of exporters^ devisen to be surrendered 

1 The discriixiinatioD often rested upon non-economic bases — upon 
practices which would generally be considered unfair competition — hence 
“real value“ has to be considered m a purely indicative sense 
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at the official puce, as in the Austiian matenal quota 

Finally, theie comes the special exchange late applied to ‘^addi- 
tional exports,” which may embiace all oi only a portion of a given 
expoit parcel These devices aie fiequently combined foi one 
transaction, the actual export yield is then an intiicate computa- 
tion, and the results, as in most other cases of deviations from official 
parity, remam confidential between trader and exchange-contiol 
authority 

The long and short of these various indirect, half concealed and 
de facto devaluations has been a stiong tendency foi a “real” or 
equihbnum rate of exchange to reassert itself, despite the para- 
phernalia of exchange contiol The Austrian private clearmg rates 
moved gradually into accord with the pnce of gold, with quotations 
on foreign secunties, with “home determined” prices in comparison 
wuth prices detei mined abroad, and with the relative movement of 
domestic and foreign sensitive pnce indices In Hungary, a one- 
third depreciation of the pengo by the end of 1931, as indicated by 
Himgarian and British wholesale (gold) price mdices and by black 
bourse quotations on dollar exchange, was not mcorporated fully 
into premia surcharges on foreign free currencies until late in 1935 
Meantime the pengo had undeigone, first, an appreciable strength- 
enmg and, dunng 1934, a detenoiation by the evidence of the same 
indices, complemented by the behavior of the Budapest gold price 
and the quotation on pengo notes in Zunch At its introduction in 
December, 1935, the premium and surcharge system estabhshed 
approximately correct rates for the free relations and for clearmg 
with Germany, though overvaluing the pengo relatively to the 
Schilling The pengo appears not to have been seriously overvalued 
by the continuation of these lates through the years of recovery 
(especially of agricultural puces) to 1937, thereafter the institution 
of a sweepmg spending program led to price developments w^hich 
made the old piemia and surchaiges inadequate It does not appear 
desirable to leview the more complex situation of the German rates, 
except to emphasize again foi the present context that, in geneial, 
effective expoit rates had to fall sufficiently to absorb the over- 
valuation not covered by subsidy and monopolistic discrimination 

Why were the largely fictitious official exchange lates not 
abandoned It has been the evidence of the present study that the 
rationale of the old gold panties became increasingly tenuous as 
time went on, and that increasingly auspicious occasions presented 
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themselves foi devaluation Cential Euiopean countiies were not 
able to foliov the example of England in Septembei, 1931, primal ily 
because of the populai confusion of devaluation with inflation and 
the dangei of a vebcity inflation at home thiough a domestic flight 
fiom the cuiiency, because of the opposition of strong pohtical 
groups, including the Socialist or labor parties, and finally, because 
of an (undoubtedly exaggerated) regaid foi the real burden of 
foreign debts The de facto devaluation of the Schilhng during 1932 
and 1933 could proceed despite these obstacles, because the con- 
tinued fall of world prices permitted currency depreciation without 
an absolute rise of domestic prices devaluation was not appaient to 
the masses of the populace, and the National Bank took care to 
recogmze the depieciation by a series of cautious steps so as never 
to attiact attention to the piocess 

In Germany, exchange contiol served from the late autumn 
of 1931 to the latter part of 1932 as a medium-term device to sup- 
port the Reichsmaik while a deflationaiy adjustment to world 
pnces could be pressed forward Dollar devaluation in 1933 offered 
an occasion for an adjustment of the Reichsmaik, for Reparations 
had been vutually annulled in 1932, foreign debts had been sub- 
stantially reduced, and the tendency of world pnces was still 
downward Had Germany taken the step, already vutually com- 
plete in Austria, the currencies of most Cential and Southeastern 
European countries could also have been devalued and most of the 
exchange controls could have been removed The gold hloc devalu- 
ations of 1936 offered another golden opportunity, for by that time 
the German economy was thoroughly controlled within, and the 
foieign debts reduced to half their magmtude in 1931 Since Ger- 
many did not move, it was difficult (though not impossible) for 
Hungary to institute a devaluation The funding of the Hunganan 
debt and the resumption of effective devisen transfer in the sum- 
mer of 1937 supphed another and, as it proved, a final opportumty 
for abohshing the fictitious gold pengo 

The possibility of monopoly gam through high and discrimi- 
natory rates supphes a genmnely economic motive to the persistence 
of official panties and incomplete ad hoc devaluations Aside from 
this, the forces which prevailed agamst the readjustment of cur- 
rency standards w^ere more or less remote from a truly economic 
rationale (1) exaggerated notions as to the increased real burden 
of foreign debts, (2) the pressure of protected mdustnes, (3) inertia, 
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(4) the ^'face-saving” quality of the old panties, (5) behef in the 
adequacy of the trade and payment anangements of exchange 
control to compete Tvith the traditional liberal sj^stem of the credi- 
tor countnes, (6) the complacency of totahtarian states with 
exchange rates which leqmred extensive State inteiference in 
international trade and hence m private business generally We 
may now proceed to review the consequences of exchange control, 
mcludmg overvalued exchanges and bilateralism, upon interna- 
tional trade 


International Trade 

No effect of exchange control surpasses in importance its 
reduction of the value of international trade Observe first the 
outcome for exchange-control countries m the aggregate The fall 
in their share of world trade from 27 19 to 22 63 per cent is suffi- 
ciently striking in itself, but as the League of Nations’ economists 
pointed out, the actual fall would be much greater (1) if the over- 
valuations of exchange-control countnes had not considerably 


Exchange-Control Countries in World Exports* 


(Percentage share in total gold value of exports by groups of countries) 


Countnes 

1929 

1931 

1935 

1937 

European exchange-control 

23 48 

27 19 

21 68 

22 53 

Gold hloc 

14 53 

15 86 

13 94 

12 08 

Others 

61 99 

56 95 

64 91 

65 39 


100 00 

100 00 

100 00 

100 00 


* League of Nations Report on Ezchange Contro] (Geneva 1938), p 30 the trade of 
the Umted States is not included 


exaggerated the value of their tiade, and (2) if their intra-group 
trade had not proceeded at prices above world market levels ^ 
These important modifications must be borne in naind when we 
turn to the countnes specifically studied in these pages, not only 
for Germany and Hungary, but also for Austria, which withdrew 
successfully from exchange control, inasmuch as the statistics 
understate the share of non-exchange control countnes During the 
quadrennium 1933 through 1936, Austrian exports maintained a 
level of about 40 per cent of their value (and volume) in 1929, 
1 Cf pp 25-26, 127-131, 242-270 above 
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whereas \\oild exports for the four yeais ran at 35, 34, 35, and 37 
pel cent This higher level was attained by Austria, moreover, 
despite the peisistence of impoit and export prohibitions and quotas 
aftei the "vnitual disappearance of exchange contiol By way of 
contiast, Hungarian total trade in 1937 and 1938 attained only to 
94 and 81 pei cent of its 1929 magnitude, while voild tiade in the 
two yeais i cached 97 and 86 per cent respectively, Geiman exports, 
which had accounted for 12 per cent of woild expoits m 1929, fell 
to 10 per cent in 1938, despite an extension of productive capacity 
over the decade 

A concludmg section upon The Theory of Exchange Control 
will present a method for isolating the effects of bilaterahsm, over- 
valued rates, diiect hmitation of exports and imports, and other 
components of exchange contiol in actual practice In the present 
connection these effects are mentioned briefly with especial refer- 
ence to the volume of international trade of Germany and Hungaiy 
Because de facto devaluations proceeded lather far in both cases, 
it V ould seem legitimate to ascribe a large measure of the shrinkage 
of tiade to bilateiahsm rather than to overvaluation In her rela- 
tions with Southeastern European countries, Germany did mdeed 
— by a variety of devices scarcely cogmzable as economic competi- 
tion — succeed in balancing some of these clearings upward But, 
as we have seen, the outcome for her trade as a whole was still 
negative the balance of trade in 1937 and 1938 was less than it had 
been in 1933, the volume of exports a smaller shaie of world exports, 
and the volume of imports only shghtly increased Had it not been 
for a strong and persisting favorable turn to the German teims of 
trade aftei 1929, export balances would not have appeared after 
1931 The adveise developments of the foreign trade of Hungaiy 
weie in general unreheved by baigaimng power and adroit strategy 
such as Germany's, and the change m terms of tiade intensified, m 
place of offsetting, the difficulties as in the German case 

Bilateiahsm itself, even in the absence of wrong exchange 
rates, has a characteiistic downwaid-balancmg effect on bilateral 
expoits and imports through nai rowing the lange of buyers' and 
sellers' choices, and decreasing the atti activeness of foreign as 
against domestic tiade Downward balancing tends also to propa- 
gate itself, as Ohhn has aigued,^ since if A reduces imports from B, 
B must reduce impoits fiom C, and so on in a spiral As m the case 

1 Ohlm, op cit , p 95 
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of most exchange-control countries, Geimany and Hungary also 
suffered additional foieign trade reductions through the omission 
of transit tiade and many services from the clearing process, and 
from a still further narrowing of buyers’ and sellers’ markets 
through the absence of impoitant commeicial countries, such as 
the Umted States, from the clearing network Fuithermore, the 
direct inteifeience of authority m the items admissible to clearings 
such as characterized German trade undei the Uberwachungsstellen 
was bound to reduce its economic value 

In the case of Germany and Hungary, both natural export- 
surplus economies, the overvaluation of their currencies remaimng 
after deductions for de facto devaluations engendered additional 
obstacles by reason of the inconsistency between rates of exchange 
and the quantities of exports and imports contemplated for the 
dealings Typically some inflexible latio of bilateral trade was 
estabhshed and the phenomenon of uncleared balances put in its 
appearance Numerous examples of this situation have been 
encountered thioughout the inqmry, but the result is always the 
same mtermmable delays in payment, interest losses, risks, 
interruptions of current trade foi the hqmdation of old clearings 
and the negotiation of new agreements, and the shrinkage of foreign 
trade It is noteworthy that in 1933, after the introduction of 
premia and surcharges which partly counteracted the overvalued 
pengo, and in 1936, after the diastic reduction of artificial dis- 
cnmmatory rates, Hungary expeiienced increases of her foreign 
trade far surpassing the contemporary improvement in world trade ^ 
The evidence is impressive, even if allowance is made for the good 
harvest of these years 

Ideally, the constraimng influence of cleanngs could be coun- 
terbalanced m large measure thiough the flexible prices of direct 
barter dealings, or thiough the flexible trade ratios contemplated in 
payment agreements It cannot be gainsaid that barter occasion- 
ally permitted trade to proceed when clearing transactions had 
come to an absolute impasse, noi that ceitain conspicuously suc- 
cessful payment agreements functioned better than did the clear- 
ings as a whole But in neither Germany nor Hungaiy were these 
mitigations of strict control peimitted to go very far Authonties 
always strove to cmb compensation or barter, because it sapped 
some of the most promising trade away from the clearmgs, con- 

1 Cf p 118 above 
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tiibiited to their unbalance, and let down the bars as to effective 
lates of exchange Fuithermoie, the prescnption of uses for Aski 
Marks deprived their quotation of its fiee chaiacter Hungary 
witnessed a sudden enthusiasm foi payment agreements undei the 
caption of Devisenkompensation in 1936, but theie is no evidence 
of any real flexibihty of agieed-upon tiade ratios, and exen the 
much praised Anglo-Geiman payment agieement of 1934 leqmred 
constant constraint upon imports by the German authorities to 
prevent departures from the desued 55 100 relation of the two coun- 
tnes^ bilateral exports As we have seen, the total trade of exchange- 
control countries lagged behind world trade, despite such imagi- 
nable offsets as barter and payment agreements In concluding it 
may also be observed that ^^additionaF^ expoits, however great 
their usefulness in liqmdatmg frozen accounts, have been found by 
our analysis to include many exports not additional m any but a 
legal sense of the term 

The reduction in value of international trade is the joint result 
of a deflection of trade from its most profitable channels and an 
alteration of its commodity composition Under the first kind of 
change, the most notable result of exchange control is the growth of 
trade between exchange-control countries at the expense of others 
The force of bilateralism causes this to be characteristic of both the 
exports and imports of exchange-control countries, but special 
circumstances may suspend or reverse the general movement on 
either side of the trade balance Thus Austna, not herself a gen- 
ume exchange-control country after 1934-1935 and enjoying an 
essentially free rate of exchange, did not divert a largei share of 
her exports to exchange-control countries in 1937 than there had 
been three years earher (77 per cent by volume m both cases) , but 
she was able to secuie a laiger share of imports from dealing coun- 
tries (814 against 63 9 per cent by volume) In Hungary the shaies 
for neither exports nor imports changed very sigmficantly, since 
the efforts of this countiy to divert exports towaid the free- 
exchanges, while successful in other quarters, were largely, though 
not completely, offset by the increase of exports to Germany 
Geiman trade with exchange-control countries increased on both 
sides of the balance The League of Nations summary for sixteen 
exchange-control countiies m Europe^ indicates that ten increased 
and SIX decreased the shares of their exports to countries outside 

1 League of Nations, Report on Exchange Control, p 53 
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this group bet’^een 1934 and 1937, and that of the si\, the five 
countries other than Germany experienced the decrease of exports 
yieldmg free devisen because their expoit shaie to Germany 
mcieased Amongst European non-exchange-contiol countries, the 
evidence seems to be that some, as, foi example, Fiance, Italy, 
and Switzerland, mcieased their exports m bilateral clearmgs but 
not then impoits (1931-1934)^, whereas England, piobably because 
of its more stiategic commercial position, was able to reduce exports 
to exchange-control countries from 18 3 to 14 2 pei cent (1929- 
1937) ^ Finally, it should be pointed out that extensive changes 
took place wuthin the tiade of exchange-control countries Hun- 
gaiy^s exports to Germany and Italy increased from 22 5 to 36 1 
per cent of total exports between 1931 and 1938 Germany’s 
program of bilateral balancing involved the sacrifice of hei favor- 
able balance wuth Western Em ope, with which she had purchased 
raw matenals fiom Latin America, and the vigoious expansion of 
exports in this quarter and a general trade drive m Southeastern 
Euiope to compensate for the loss 

Nothing in the character of either bilateralism or artificially 
high lates of exchange pioduces other than random changes in the 
composition of mtei national trade Marked changes in the nature 
of exports and impoits therefore leveal that exchange contiol has 
not been employed as a pmely monetary and financial device It 
has become the instrument or complement of protectionist oi 
autarkic policy In this capacity exchange control, because of its 
complete arbitrariness, does not lend itself to the analytical 
method of economics So fai as concerns its influence in the past, 
we observe one conspicuous lesult upon international trade — 
the drastic reduction of imports of finished goods and extension of 
imports of raw materials This tendency lequires the opposite 
change in the tiade of other countries If autaiky becomes uni- 
versal, it would seem to imply the virtual cessation of international 
trade in fimshed pioducts and the reduction of trade in raw mate- 
rials to the exchange of goods without close substitutes 

Aside from the oppoitunity it affords for State intei vention in 
trade, aside from the embaigo on expoits of capital (enforceable 

1 League of Nations, Inquiry into Clearing Agreements, pp 38-40 

2 F W Paish, The Effects of Foreign Exchange Control on British 
Trade, mimeogiaphed, International Institute of Intellectual Cooperation 
(Pans, 1939), p 17 
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in other and aside from the “face-saving” quality of old 

panties, exchange contiol i^ith its overvalued currency unit and 
the bilaterahsm thereby made necessary has no further mtson 
d^etieihdji a pos^^ible gain m teims and “total gain” of international 
trade What has been the evidence of our inquiry as to this possi- 
bihty in the cases of Hungary and Germany?^ 

For both countiies the evidence is fairly clear that the pnces 
of goods bought and sold through bilateral channels were higher 
than world maiket prices Statistics prepared by the League of 
Nations revealed that Hungaiy paid higher pnces to exchange- 
control than to other countnes m 1936 for wheat, floui, poultry, 
butter, eggs, malt, and lye, and these results for poultry, butter and 
flour have been pi oven to be chaiactenstic of the control penod 
Data for coffee, coal, and cocoa beans, as samples of the import 
side, revealed higher pnces to have been paid m the clearings than 
in the flee relations ^ For Geimany, the Berhn Institute for Busi- 
ness Cycle Research compiled data foi imports of wool, cotton, 
lumber, oil fimt and oil seed, petroleum and its denvatives, and 
copper, for the inteivai fiom 1933 to the last quarter of 1935 
Prices V ere higher — m some cases very much higher — for imports 
through the clearings, and these lesults were confirmed by our 
investigations foi cotton, wool, and copper over the decade 1929- 
1938 Information about the pnces of specific export goods of Ger- 
many is laclang, but the investigation of German export pnces m 
the dealing lelations mth Southeastern Europe revealed a general 
tendency for them to exceed the world level 

The explanation of these high impoit and expoit prices involves 
a number of factors analyzed m detail in the concluding section 
upon The Theoiy of Exchange Control, at piesent a brief statement 
must suffice The overvalued exchange rates of Germany and Hun- 
gary in companson with Western Europe account m large measure 
for high export prices received through the cleanngs The over- 
valuation extended for both countries to certain Southeastern 
European countnes, and in the case of Germany, it was fortified 
by monopoly and monopolistic discrimination, the exploitation of 
clearing indebtedness, and pohtical pressure — all operatmg m 
the direction of high export prices The high import pnces, on the 

1 The short duration of control prevented the instituting of a similar 
inquiry for Austria 

2 Cf pp 127-130 above 
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other hand, lun counter to expectations on the basis of overvalued 
exchange rates, which should lead to uupoitmg at bargain prices 
But as the concluding section will show, the gam from the high rate 
on home currency stands against certain losses Even if cleanng 
airangements extended to all countries, the range of importers’ 
choice would be limited by the necessity of bilateral balance, but 
m addition, important countnes remained outside the cleanng 
network of both countnes, and furthermoie, the risks, formalities, 
and delays in payment for foreign exporters prompted them to add 
a pnce premium in sales to these countries If the import price 
indices of Germany and Hungary aie to be accepted at their face 
value, the cumulation of losses from causes such as these more than 
offset the influence of their high rates of exchange on the import 
side 

Whethei the high import pnces or the high export prices 
represented the stronger force should be discovered in the behavior 
of terms of tiade For Hungary the terms of trade fell under the 
influence of agricultuial depression fiom 1925-1927 to 1934, and 
theieafter recoveied to the 1925-1927 level only once, in 1935, by 
contranes, Geimany enjoyed the advantage of mdustiial expoits 
and high terms of trade throughout the ’thirties We aie thus con- 
fronted by a strong external variable which makes difficult the 
appraisal of the influence connng from exchange-control in isola- 
tion To exclude this x ariable, as far as possible, we have compared 
Germany with England, another country of almost exclusively 
industnal exports ^ This procedure revealed an excess of German 
over British terms of trade, small in comparison with the margin of 
overvaluation of the Reichsmark relatixely to steihng, but endur- 
ing from 1931 through 1938 This margin has, however, to be dis- 
counted considerably for the concealed costs of trade through 
clearings, such as losses to exporters in delayed pa 3 nnents, and the 
technical costs of exchange control 

The final calculus must include not only terms but also volume 
of trade in order to reveal ^^total gam ” In the case of Hungary the 
sigmficant fact is the virtual suiiender, in 1935, of attempts at 
monopoly exploitation and monopohstic discrimination through 

1 A comparison of Hungary with Poland, the only country of comparable 
agricultural exports not under exchange control, was precluded by the heavy 
subsidies to exports prevailing there, and by the termination of free payments 
in the spiing of 1936 
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high and differential exchange lates, an action winch must have 
signified the comaction of the authorities that the game was not 
woith the candle Germany experienced her highest teims of tiade 
as well as her most favorable expoit balances between 1930 and 
1932, concomitantly wnth the heavy outflow of capital If the “total 
gain” of trade was large in these yeais, it was transferied abroad for 
the most part to hqmdate debts After 1932 both the favorable 
terms and the volume of exports diminished It is difficult to believe, 
if account is taken of the concealed costs of exchange contiol, that 
the high Reichsmark late on balance actually netted any economic 
advantage in the international trade of Germany 

The Domestic Economy 

If the continuance of exchange control had its justification in 
pohtical but not in economic teims, so far as concerned foreign 
trade, the total economic calculus becomes conclusively adverse if 
we include also the repercussions of the institution on economic 
life within the country Exchange contiol in Austna and Geimany 
protected the economically inferioi agricultural hnes of pioduction, 
and in Hungary it fostered the economically weak industiial pro- 
duction Amongst mdustnes, theie is cleai evidence that larger 
producers and cartels gained at the expense of smaller producers 
and consumeis The allocation of devisen for imported raw mate- 
nals, being a matter of admmistrative decision mthout possibihty 
of legal redress on the pait of entrepreneurs, fell under the influence 
of political and economic pressure, wnth the odds in favor of the 
largest firms and combinations Tiade under dealings and com- 
pensation lequired the ser\nces of skilled legal and commercial 
expel ts, which the small pioducei could ill affoid In compensation 
only large deals weie economically possible ^ Specific mdustnes 
which enjoyed adventitious gains under exchange control in Hun- 
gaiy were cotton textiles, coal, hgmte, firewood, peti oleum, glass, 
leather, and paper ~ For Germany it has not been possible to dis- 
covei the separate influence of exchange control upon specific 
industries, economic pohey embiacing taxation, special levies, 

1 These effects have been emphasized m the case of Germany by Brock- 
mann, op cit , p 105 and Fischer, op cit , p 42, of Czechoslovakia, by 
Sourek, m Mayer, Horna, and Sourek, op cit , p 154, of Finland, by Hormi, 
op cit , p 16 

2 Cf pp 94, 107 above 
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infoimal ‘Soluntaiy” contiibutions, and the like merge inextric- 
ably with import and export regulations and the allocation of 
devisen We have only the indiiect evidence of profit ratios, as 
presented for example m the excellent study of Maxine Sweezey,^ 
which repeals a relatively strong position of heavy industry, an 
mteimediate position for hght mdustiies, and a disadvantageous 
situation for luxuries The extent of cartelization is greatest m the 
first group 

To the reduction of the “social economic product” through the 
increase of monopoly aie to be added, as costs of exchange control, 
the outlays of the State and entrepreneurs m maintaimng the 
apparatus and carrying on business thiough its devious channels 
These embrace not only the costs of techmcal advisers and the 
time and money expended by entrepreneurs in the “war of forms to 
be filled out,” but also fees and bnbes, to the State, the costs 
include the maintenance of the officialdom and cleiical stafif 
engaged in dealings, Conti ol Offices and the hke, and the expenses 
of negotiating agreements with, foreign countries ^ When dealings 
and barter airangements are subjected to considerable changes, 
there is added the private and social costs of sudden alterations in 
diiection of production 

It IS sufficiently clear that the consumer, as Fisher writes, is 
the stepchild of exchange contioP In Hungary leal wages failed 
until 1938 to recover to the level even of the early years of depres- 
sion, despite a notable increase in agncultui al prices For Gei many, 
under an avowed pohcy of restraimng consumption in favor of 
objectives ulterior to economic welfare, the standard of hving — 
aside from the ehimnation of overt unemployment — seems to 
have dechned Wages weie stabihzed in general at their 1934 level, 
but the evasion of puce maxima, the deterioiation of quahty, and 
the vaiious deductions from money income combined to produce a 
lowei real wage level 

The Theory of Exchange Control 

Exchange control in its most common form includes two mam 
elements — the maintenance of moie or less aitificially high rates 

1 Maxine Y Sweezey, “German Corporate Profits 1926-1938,” 
Quarterly Journal of Economics, Vol 54 (May, 1940), pp 384-399 

2 Over the span of three years, for example, England concluded eighteen 
separate commercial and payment agreements with Rumania alone, cf Paish, 
OD cit , p 19 

3 A G B Fisher, op cit , p 14 
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of exchange, and, since this produces a ^^shortage of devisen’’ in the 
control country, the lesort to systenos of bilateial trade-balancing 
to dispense with the necessity of trade by devisen Each of the 
two chaiacteiistics has taken on a great diversity of forms, and the 
possible combinations of these foims are legion Some countiies 
adhere to overvalued rates, some have admitted rates near equilib- 
num, some mamtain a unique exchange rate, others resort to dis- 
criminating multiple rates, bilateralism includes pait of the world, 
^hile a part is still multilateial, in some cases bilaterahsm is 
secured through barter, m others through clearing and through 
payment agreements, some countnes engage m barter and clearing 
without themselves prohibiting capital exports, and without main- 
taining official exchange rates, multilateral clearings aie not 
unknown, but their number is hmited We shall proceed most 
effectively if we start with somewhat sunphfied oi 'hdeahzed^^ 
conditions and approach leahty by degrees It seems advisable to 
consider bilateiahsm first and overvalued exchange rates subse- 
quently 

A An Ideal Woild of Bilateral Trade 

Let us begin by comparing a umversal system of international 
trade by barter (or compensation) with a system of trade permit- 
ting free use of bills of exchange This comparison can be earned 
forward m a realistic settmg without resort to rarified abstractions 
by assuming that transportation costs, protective tariffs, quotas, 
and import and export prohibitions are in existence, but are not 
changed by the substitution of barter for trade by means of bills 
of exchange Assume that exporters and importers were free within 
the limits of the State interfeiences mentioned to maximize their 
economic positions in view of the underlying cost and demand 
functions, and that the same freedom now exists under barter If 
traders were permitted to “barter” not only goods for goods, but 
also goods for services, and goods and services against evidences of 
debt, and if, as we suppose, all countries are open to barter dealings, 
the difference from a system of multilateral trade by devisen would 
be simple but dramatic It would be precisely analogous to the 
successful suppression of monetary exchange within a country, 
and the reduction of sellers^ and buyers^ economic positions would 
be measured by the material and psychic costs of arranging the 
“double comcidence” requisite to all barter But as it is understood 
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in exchange-control countries today, ^ ^barter” or “compensation’’ 
does not admit the exchange of services or of capital, but only of 
commodities, bilateral tiade vhich does include these items goes 
by other designations, such as dealing and payment agreements 
Upon this moie realistic inteipretation, barter entails a reduction 
of economic pioduct, not only by the costs of ariangmg “double 
comcidences,” but also by the economic gams ansmg from the 
international purchase and sale of services and from borrowmg and 
lending 

We proceed to the considerably more comphcated devices of 
securing bilateral balance through dealings These devices fall 
into two large groups, accordingly as State action to force bilateral- 
ism impmges upon the rate of exchange or upon the quantities of 
exports and imports which enter the clearings A further subdivi- 
sion depends upon whether capital movements are not or are 
provided for, that is, whether trade is forced to a 1 1 ratio, or 
whether some other ratio is adopted The most simple system with 
which to begin is one adnevmg the bilateral balance through an 
authoritarian exchange rate, and which at the same time, while 
leaving the imtiative as to exports and imports entirely to traders, 
does not provide for capital transfers To secure all ratio of 
exports (or imports) between the two countries, the exchange 
authorities must agree to lower the rates of foreign exchange in the 
favorable-balance country and raise them in the unfavorable- 
balance country Pushed far enough, save for one case which can 
be neglected,^ this device will achieve its aim What are the 
economic consequences^? 

The method of inducing bilateral balance by means of the 
rate of exchange is adopted as the simpler and more nearly “ideal” 
for expository purposes, ^ not only because the change of the rate 
of exchange is a umfoim and objective fact for all traders, but also 
because it limits the possibilities of changes in exports and imports 
which could ensue As we have previously remarked, so far as 
concerns anthmetic, balancing might follow if both sides increased, 
the deficient side (exports oi imports) increasing faster, if both sides 
decreased, the excessive side (exports or imports) decreasmg faster, 

1 Cf p 326, n 1 

2 This method would also be simpler m practice, but States have usually 
resorted to direct operations upon the volume of exports and imports, because 
inter aha this affords the opportumty of regulating, not only the quantity, but 
also the composition and direction of trade 
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if the deficient side rose to the (unchanged) excessive side, or the 
excessive side iell to the (unchanged) deficient side, or finally if 
the excesfeixe side decreased and the deficient side incieased But 
if balancing is achieved thiough exchange-iate manipulation, the 
possibilities mcluded in the fiist two of the foregoing seiies of condi- 
tional clauses aie clearly ehimnated For the i eduction of the rates 
of foieign exchange in the favorable-balance country does not make 
exporting more piofitable, noi does the use of rates m the unfavor- 
able-balance countiy make exporting less profitable ^ Consequently 
the rate adjustment necessary to woik toward bilateral balancing 
cannot possibly increase bilateral exports and imports above the 
level of the largei of the two (for one country in a bilateral relation), 
nor by the same token reduce them below the level of the smaller 
We are able, therefore, to put the question of effects in a somewhat 
narrow form, as long as we are dealing vuth bilateral balance 
obtained through the rate of exchange Will the bilateral balancing 
be achieved by an upv/ard or a downward balancing, i e will the 
exports of the former unfavorable-balance country rise to the level 
of the exports of the foimer favorable-balance country, or will 
the imports of the former unfavoiable-balance countiy fall to the 
level of the former favorable balance country *5^ For the balancing 
to be upward the demand for expoits of the favorable-balance 
country in the dealing partner must not have mo7e than unitary 
elasticity If it did, the fall of the exchange rate in the favoiable- 
balance country would leduce its total export value, and this is a 
movement in the direction of bilateral balancing downward 

In order to investigate the possibihty of such a situation, how- 
ever, it IS necessary to know the tiade situation of the unfavorable- 
balance country, not meiely with one comitry, but with all its 
tiadmg partners It would merely postpone meeting the crucial 

1 We need not be disconcerted by the theoretical possibility, mentioned 
in treatises on foreign trade, that elasticity of demand for exports as a whole 
might be less than umty If such a demand existed, no decrease of the rate of 
exchange in the favorable-balance country could reduce its favorable balance, 
and no increase of the unfavorable-balance country could remove its unfavor- 
able balance But we may be almost certain m the case of an individual export 
that this would not be allowed to happen by the tiaders themselves — that a 
greater volume of exports should be marketed at a smaller aggregate yield — 
since the exporting firms, if not the domestic producers, are usually few and 
would exercise ohgopohstic restriction Furthermore, examples of such a 
demand for individual products ate limited by reason of foreign competition, 
and the existence of an aggregate demand of less than unity seems never to 
have been observed in practice 
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issue, if we did not assume at once that unfavorable balances are 
characteristic foi our “unfavorable-balance’^ country’s entiie situ- 
ation In order to increase exports (m the particular bilateral 
lelationship with which we began) to the level of the favoiable- 
balance countiy, the unfavorable-balance countiy wuil have either 
(1) to deflect its expoits from other countnes or (2) to increase its 
total output of exported goods The formei course would intensify 
the necessity for downwaid balancing in its bilateial relations with 
all the “other” countnes The latter comse wull laise the cost of 
production of exports/ since it will be necessaiy to pay higher rates 
at home, or to import them at higher costs also Because the yield 
of exporting is increased by the State revision of the exchange 
rate to induce bilateral balancing, the unfavorable-balance country 
wnll be able to incur higher production costs for exports and yet 
export moie As exports increase, marginal cost is forced upward, 
not only by higher costs of factors, but also by an underlying tech- 
mcal inefficiency, for it must not be forgotten that this is an 
“unfavoiable-balance” country aside from the new bilateial rate 
of exchange, while the rise of costs in the unfavorable-balance 
country makes incieasmgly improbable the mamtenance of umtary 
effective demand on its part foi the favorable-balance country’s 
exports The rise of costs would normally tend to deflect some 
demand within the unfavoiable-balance country to foreign markets, 
but under bilateralism this reaction is thwarted by the enfoi ce- 
ment of sufficiently high foreign exchange rates within the country 
to discourage imports in the unfavorable-balance relations gen- 
erally Meanwhile developments in the latter are tending to reduce 
its demand for the othei country’s products, no matter what the 
demand elasticity may be the increased demand for factors of 
production m the unfavorable-balance country tends to raise costs 
of pioduction in the favoiable-balance country and to deciease 
exports Inasmuch as these restrammg forces become the stionger 
the moie is exported by the unfavorable-balance countiy, the a 
'priori probabihties of a complete balancing aie small Mutahs 
mutandis it is demonstrable that a complete downward balancing 
IS improbable, and that resistances to a decrease of exports by the 
favorable-balance country increase as this limit is approached 

The results of balancing at any point between the upper and 

1 Unless there are unemployed factors at home, with which contingency 
we shall deal presently 
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loTvei limits may be translated for each country as follows For 
the favorable-balance country the increase of the foieign value of 
its money means a favorable change in the teims of tiade, a decrease 
in exports and a smaller gam upon them, but impoits are cheaper 
and largei, and the gain upon them is greatei Foi the unfavorable- 
balance country the deciease of the foreign value of its money 
means an unfavorable change in the terms of trade, a deciease m 
imports and a smallei gain upon them, but exports are cheaper 
and larger, and the gam upon them is greater 

Can no moie be deduced than this? If not, we should be 
unable to say whethei the “upward-balancing^’ or “downward- 
balancmg” force of bilaterahsm is greatei We should similarly be 
unable to say whether the favoiable-balance countiy’s gam on 
impoits does or does not exceed its loss on expoits, or whether the 
unfavoiable-balance country’s loss on impoits does or does not 
exceed its gain on expoits If the upward and downward balancmg 
forces neutrahze one another, the volume of woild trade is not 
affected exports (imports) m the aggregate remain at then former 
magmtude, a prepondeiance of the upward-balancing forces causes 
expoits (imports) to increase, and a prepondeiance of the dowm- 
ward-balancing forces causes them to decrease 

The foregoing tedious and inconclusive description of possible 
behaviors of terms and of export and import magmtudes does 
indeed belong to the modus operandi of bilateralism, but has not 
answered the crucial question The answers are, in fact, given by 
a simple calculus of utihties and costs importers are no longer 
able to purchase in the countries with the lowest domestic costs 
of production, nor are exporters able to sell to the countries with 
the highest domestic demand Impoiters purchase, of course, 
where it is now cheapest, and exporteis sell where it is now dearest 
Since the advantages of exporting and importing, on the whole, 
have been reduced, the volume of international tiade will fall The 
narrowing of the field of buyeis’ and selleis’ choices entailed by 
bilaterahsm reduces the favorable turn which bilateial balance 
leqmred of a favorable-balance country’s terms of tiade, and it 
makes still more unfavorable the unfavoiable turn reqmied of an 
unfavoiable-balance country’s terms For a “typical” country, 
with neither favorable nor unfavoiable balances, the terms of 
trade are less favorable and, with anything less than umtary elas- 
ticity of demand for its products, the total gam is also smaller 
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Bilateiabsm inevitably balances downward, even in the case jnst 
treated, which involved no direct interference of authoiities with 
linds of expoits and imports, and no reference to autarkic ten- 
dencies 

A sceptic of this conclusion is invited to contemplate the fact 
that the final ratio of exports to expoits (oi imports to imports) 
between the two countries involved in bilaterahsm is the result of 
an entirely arbitrary decision If it could be shown, for example, 
that balancmg of a latio of 1 1 could by any stretch of the imagi- 
nation produce a higher gam and volume of tiade than the “nat- 
ural” condition of unbalance between exports and imports, then it 
ought to be possible, by the same token, to make such a demon- 
stration for a 1 10 ratio, oi for 1 100, or 100 1 In other words, a 
position opposed to the one represented m the foregoing paragraphs 
would be tantamount to maintaining the thesis that any arbitiary 
decision as to the direction of international trade vill increase the 
gain and volume Such a thesis, indeed, would have to be main- 
tamed if bilaterahsm were defensible on economic grounds 

It must be made quite exphcit, however, that the reduction 
of gam and volume is asserted for the “ideal world” as a whole, or 
for a typical country, not for every country The shifting of recipro- 
cal demand thioughout the system as a consequence of the imposi- 
tion of bilaterahsm is almost certain to shift the demand schedule 
as an entirety for the products of some countues to the right A 
certain limited number of countries can experience an increase of 
total gam (and perhaps also of volume) fiom international trade 
But it is not to be imagined that this occurs as a result of these 
countnes’ own efforts, nor pio tanto of their exchange control The 
gam IS a windfall 

Thus far we have carried on an analysis on the basis of a 1 1 
latio of bilateral tiade, that is, with the elimination of capital 
movements But does not the conclusion regarding downward bal- 
ancing depend upon this very assumption^ If under clearing a 2 3 
ratio IS set between the exports of one countiy and another, it 
means simply that the country with the unfavoiable balance is 
accepting a ceitam fiaction of the curient inflow of the other 
country’s expoits as repayment on a past loan or as a new loan 
The concept of a “tied loan,” long famihar as an unusual case 
under devisen trade, describes all loans undei bilaterahsm the 
proceeds can only be “used” (they are indeed obtained) in the goods 
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of the lending countiy Just as it would be open to the borrowing 
countiy under a tied loan to re-export the pioducts of the lender 
to third countiies m an effort to escape the limited lange of choice 
imposed by the contiact, so in bilateral tiade a receiver of ^‘capitaF^ 
may re-expoit to thud countries The piocess dimimshes losses to 
the borrower from having to take goods and services which he 
would not have taken or could have purchased more cheaply else- 
where But some loss remains Foi third countries, it may safely 
be assumed, ha\ e already had the opportumty of purchasing the 
lendei^s waies and will take more only if the price is reduced This 
loss of a “tied loan” also characteiizes the loss of a repayment under 
bilateral balancmg, and indeed of all trade It is apparent now that 
the reduction of “total gam” of international trade under all 
clearing agreement has precisely the same character as the loss at 
any other latio In passing, it will not escape the leadei that under 
bilateralism any movement of capital must be on the mitiative of 
the State, which determines by means of the clearing rate of ex- 
change (or otherwise) the volume of exports relatively to imports 

Thus far we have proceeded upon the assumption that the 
authorities secure bilateral balancing at the desired ratio by manip- 
ulating the rate of exchange, while leaving the quantities and kinds 
of exports and imports entirely to free choice Now let us leveise 
the assumption the State regulates expoits and imports directly, 
leaving the rate of exchange to competitive forces ^ Contrary to the 
case of bilateral balance secured through fixing the late of exchange,^ 
the State can undoubtedly, by a system of quotas, taiiffs, bonuses, 
and penalties, either increase or decrease both exports and imports 
at the same time, and it can undoubtedly brmg them to equahty 
or to any latio desired A system of prohibitions, quotas, tariffs, 
subsidies and taxes can undoubtedly expand the physical volume 
of exports and imports Piessed far enough with sufficient sacrifice 
of teims of tiade, it can also expand the value of imports and 
expoits, as Russia has done since the Revolution But if producers 
and consumers have maximized then economic positions, all such 
devices must produce a shrinkage of value of output as a whole 
Exception should be made, as m the rate-of-exchange device, for 
windfalls m the form of increased intensity of demand for the prod- 

1 As a matter of fact, both tacks have usually been taken at once, but 
the possibihty of inconmtency between the two precludes this case from con- 
sideration m an “ideal^* world of bilaterahsm 

2 Of p 325 above 
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ucts of one oi a few countries in a world Tvlieie international tiade 
IS dislocated hy quantitative interferences, but even this outcome 
IS not the pioduct of the country's own interferences Finally it 
should be observed that, though diiect mterfeiences can increase 
the volume and value of expoits and imports (albeit typieall}^ at a 
loss in output as a whole), the ‘^optimum^^ interferences themselves 
are ideally based on a practical omniscience of demand and supply 
functions of particular goods in international trade and the reper- 
cussions of bilateralism on these functions With human limita- 
tions, the authorities may bo able to extend the value of trade only 
with a very heavy cost in geneial efficiency 

Obstacles to international trade are usually said to lower 
woild market values In a world of bilateialism no single currency 
could be used as a measure of international prices — indeed, truly 
international prices no longei exist Resort might be had, however, 
to an index which embodied the puce in each bilateral lelation and 
weighted it accoiding to the quantity sold in each lelation An 
mdex of this soit running back into the period of multilateral trade 
would certainly decline as bilateialism spread Bilateral balance 
narrow's the range of choice of both sellers and buyers, the former 
would, on the average, obtain lower puces, and the latter would, 
on the average, have to pay higher prices, but the fall of export 
puces would exceed the rise of import prices, because the attrac- 
tiveness of foreign markets in comparison with domestic markets 
would be decreased for both exporters and importers by the limi- 
tation of bilateialism 

Three matters which might conceivably affect the outcome of 
the argument to this point have been passed over in a cavahei 
fashion and must now be sciutmized unemployed resources, ob- 
stacles to trade, and money capital movements Could not the 
existence of unemployed resources in a former unfavorable-balance 
country permit it to extend production so as to “balance upward” 
when bilateralism is imposed*? An affirmative answer is cleaily war- 
ranted the rise of export costs would be held in check But if the 
unemployment occurs, instead, in the favorable-balance country, 
the situation is reversed Unemployment reveals the presence of 
downward wage-iate inflexibility When exchange rates are low- 
ered in the favorable-balance countiy to reduce its export balance, 
if costs are inflexible the reduction will not have to be large to 
reduce exports considerably The unfavorable-balance country 
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obtains only a small bonus foi its exports from the slight upward 
revision of exchange lates, and extends exports only slightly 
The balancing is mostly dovmward Smce there is no presumption 
that unemployment is more extensive amongst unfavorable-balance 
than amongst favoiable-balance countiies (compare England and 
the United States), the conclusions legardmg bilaterahsm are 
unaffected 

The imposition of bilateralism, by reasoning given earher, acts 
as a protective tariff on unfavorable-balance countries and as a 
system of expoit tanffs on favorable-balance countries If the 
favorable-balance countries in general occupied their position 
because of the importation of raw mateiials for fabrication and 
re-export, bilateialism would be accompanied by one change tend- 
ing to offset its dovmward-balancing force For the export of fin- 
ished goods would be leduced, unfavoiable-balance countnes pro- 
ducmg moie for their own consumption, and, in general, tanffs, 
quotas, and impoit prohibitions aie not as severe for raw materials 
as foi finished goods But favorable balances arise frequently from 
exporting raw mateiials, and here the factor mentioned works to 
intensify downward balancing 

A third point concerns movements of capital in money and 
goods It was remarked in the paragraphs dealing with barter that 
if it admitted money and securities, '^barter” in this sense would 
be identical with multiangular trade with devisen The same is 
true of clearings The earmark of both is the exclusion of these 
items But cleanng, unlike baiter, can be conducted so as to trans- 
fer real capital Thus far m history, clearing and payment agree- 
ments have been used most frequently to repay existing obhga- 
tions, and clearings have served as the channel of “mvoluntary^^ 
lending and bon owing through the accumulation of uncleared bal- 
ances Neither class of capital movement can be regarded as 
“economic” in charactei, that is, as representing the response to 
interest-rate differentials In any event, to be used to transfer 
capital, dealing and payment agreements require an authontanan 
“fixing” of the exchange rate or direct regulation of exports and 
imports in older to develop a balance m the desired direction and 
a balance of the desiied size In a section describing the function- 
ing of bilateralism m an “ideal world,” we can appropriately 
obseive merely that political authorities may direct the flow of 
capital mternationally to its most productive applications 
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In summary, we have discovered that bilaterahsm, even under 
the most ideal circumstances imaginable — without State intei- 
ference in the items of international goods and services tiade, with- 
out exchange lates incompatible with the ideal of bilateral balanc- 
ing, and with the whole commeicial woild embiaced in the scheme 

— in all events results either m downwaid balancing and the reduc- 
tion of the total volume and gam of international trade or in an 
inciease at the expense of total output An individual country — 
not typical of all countries, however — can expeiience, as a pure 
windfall, an increase in the demand for its owm pioducts sufficient 
to offset any losses to it produced by bilateialism, and it might even 
gam on balance 

Bartel presents the greatest reduction of gam in world trade^, 
cleanng without possibility of capital movement comes next, and 
dealing and pa3.ment agreements pioviding foi capital movements, 
if they are used to transfei capital from low^er to higher productivi- 
ties, come next All devices at their “best” saciifice economic 
efficiency, and they are all disciiminatoiy, for they do not operate 
to give the maiket to the most efficient seller and to the highest 
bidder, but to make expoits equal impoits foi each pair of countries 

There is a categoric diffeience between all of these bilateral 
devices, on the one hand, and a system of multilateial trade, on the 
other, whether the lattei is envisaged in its traditional fiee-devisen 
form 01 as a system of multilateial clearings Ptef erring to exchange 
control and bilateial tradmg, one author wiites 

*^But to the extent that a scheme of this sort is perfected — made flexible and 
inclusive, providing, for example, as its propounders have suggested, for a 
nse and fall in the value of the ^checks’ on a certain country to bring demand 
and supply into eqmlibnum, and providing for loans and capital investments 

— it becomes more and more like the regular international money system, with 
the same advantages and the same trouble 

As a matter of fact, however, theie is an absolute limit reached to 
the process of becoming “more and more like the legulai mter- 
national money system,” even if, as the foregoing paragraphs have 
demonstrated, the rate of exchange accords perfectly with the 
equilibnum of supply and demand desired under bilateralism, and 
even if capital is moved to points of highest productivity The 

1 There are occasional exceptions, cf p 317 above 

2 Eugene Staley, World Economy m Transition (New York, 1939), pp 
243-244 
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capital IS stiil a tied loan^ and expoits and imports are tied as to 
som ce and destmation To progiess faither than this is to suiiender 
hilate) alism at any latio of balances Multilateral clearing is a horse 
of a different coloi Where it has existed, as foi example m the 
“Brocchi” system and otherwise,^ it constitutes a small island of 
free payments, for the latios of expoits and imports do not have to 
be set in oidei that it may function balances are for free disposal 
through the system, however large or small it may be Foi this 
reason the enthusiasm once displayed by Einzig for a world (multi- 
lateral) clearing system is cunous, for such an airangement is 
simply a reconstitution of vhat Staley calls the “regular interna- 
tional money system’’ under shghtly different auspices ^ Let us 
not err, multilateralism is one thing, bilateralism another 

B Actual Bilateral Trade 

We must now take account of certain important institutional 
factors which reduce the gain of international trade under bilatei al- 
ism even below the level of a “peifect” system Actual bilateral 
trade is less efficient, in the fiist place, because of its incompleteness 
The incompleteness narrows the maiket for both exporteis and 
impoiters, and tends to make imports cost more and exports bnng 
less Furthermoie, even within the areas covered by bilateral trade, 
certain marked shortcommgs of bilateralism are caused by its not 
being the umveisal system The two gieat shortcomings aie its 
exclusion of tiansit trade and of many services If all countries do 
not belong to the series of bilateral agieements of a given country, 
it IS forced to exclude transit trade from all its clearings, in order 
to avoid their bemg used for tiade which actually belongs by oiigin 
or ultimate destination to a non-cleanng countiy This lesult is 
quite propeily stressed by the League of Nations’ Enqmiy and its 
Report Indirectly the incompleteness also frequently results m 
the exclusion of many sei%nces, foi “invisible” items to the customs 
house are almost equally “invisible” to the exchange-control 
authorities Capital flight by means of fictitious deals thiough the 
clearing accounts would be difficult to apprehend, and the exchange 

1 Cf p 16 above Germany , Greece, and Japan had such an arrange- 
ment, cf Biockmann, op cit , p 121 In most cases, however, the system 
labored under artificial rates 

2 Paul Binzig, The Exchange Clearing System (London, 1935), Chapters 
XX and XXI 
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authonties usually make short shrift of the matter by excluding 
services except those easy to control, such as services to travellers, 
to regular business representatives, and insurance and bank com- 
missions The “downv^ard balancing,” through ehminatmg transit 
trade and many services, seriously reduces the volume of mter- 
national trade 

Except for the possibility of monopolistic selling of exports 
(including monopolistic disciimmation) and monopsonistic pur- 
chasing of imports, any departure of the composition and amount of 
exports and imports from their condition under competitive buying 
and sellmg produces economic loss Bilateralism in itself, accordmg 
to the argument of the preceding section, produces such a loss, even 
where the mterfeience of the State does not go beyond the exchange- 
rate adjustment essential to bilateral balancing But the fixation 
of an exchange late is at least objective and, in comparison with 
other devices of securing the balance, less discriminatory amongst 
particular exports and particular imports '^Theoretically” it is, of 
course, possible to secure precisely the same penalty or bonus on 
each item of import and export as is produced by the movement of 
a unique exchange rate by a complicated system of specific import 
and export tariffs or of quotas, domestic pnce-fixmg, consumption 
or use taxes, and export bonuses All of these have been utihzed in 
the 1930^8, togethei vith even cruder measures, such as import and 
export licenses, rule-of-thumb admimstration as to what is a 
"necessary” impoit, what an "mdispensable” export, and even the 
mere arbitrary selection of tanff-schedule items such as to add up 
on the import and export sides to equahty ^ The point scarcely 
needs to be argued that even the more refined methods are too 
comphcated to admimster without discnmmation against certam 
items of exports and imports, and with others no pretense is made 
to the contrary The probability amounts to a practical certainty 
that such measures achieve bilateral balancmg with a heavy cost, 
peculiar to themselves, in economic efficiency, on the selling and 
buymg sides alike Fmrthermore, they are often used m conjimc- 
tion with a half-hearted adjustment of exchange rates intended to 
aid m the balancing ^ But whether the pnce attack through the 

1 Of Jacques BataiUe, Les offices de compensation leur r61e dans la 
restauration du commerce ext4neur (Pans, 1934:), Ch VIII, Margaret Gordon, 
op cit , Ch VI 

2 Cf pp 86-87 above 
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rate and the quantity attack thiough direct measures work m all 
cases in umson and after any discoverable rationale could not be 
known even by a Mimster of the National Economy 

The gamut of contra-nconomic interferences in international 
trade connected with bilateial balancing is not complete until we 
have named piotection, autarky, totahtaiian control, and pohtical 
skullduggery, both at home and in relations with other countries 
These are admittedly not necessary paits of bilaterahsm, but it is 
well to beai them in mind in any attempt to appraise the results of 
the system m its actual operation Finally it must be emphasized 
that the reductions m volume and gain of mternational tiade 
imposed by the four ^hnstitutionaF^ factors pointed out m the 
present section — absence of clearings with some countries, exclu- 
sion of transit trade and services, awkward and discriminatory 
direct regulations of the volume of e> ports and imports, and out- 
right protection, autarky, and political maneuveimg — all these 
losses are not only additive to the net loss m an “ideal world” of 
bilateral trade and to one another, but they are also cumulative 

C Exchange Rates under Exchange Control 

Save for such rare cases as Austria after 1935, where exchange 
control was attenuated to an embargo on capital exports, all sys- 
tems have involved overvalued rates of exchange The theory of 
exchange control must embiace generalizations concermng the 
meamng of overvaluation in this context, its effects upon trade, 
and upon pnces 

At the outset it is necessary to distmgmsh nominal from real 
overvaluations The nommal or official rate of exchange by no 
means lacks sigmficance, for its preservation represents one of the 
primary aims of exchange control and necessitates the whole 
apparatus of bilaterahsm Nevertheless, effects upon trade and 
goods are produced only by the exchange rate or rates over which 
goods are actually exported and imported, and consequently m 
the ensuing investigation of these effects, the word “overvaluation” 
must in all cases be understood to refer to real rates Such real 
rates include rates of exchange given by the prices of frozen 
accounts applicable to exports, special categones of currency such 
as Aski Marks, and the effective rates employed m compensation, 
clearings, and payment agieements 

The concept of overvaluation applicable to relations between 
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non*-exchange-control countnes differs rather strikingly, at a super- 
ficial level at least, from that apphcable to relations between 
exchange-control countnes Defimtions of equihbnum rate under 
the former situation, such as those proposed by Cassel, Pigou, and 
others,^ quite correctly lun m terms of the puces of goods and 
services, but under exchange control, involving as it inevitably 
does the imposition of bilateral balancmg, the equihbnum rate is 
that rate vhich causes exports to equal imports in trade with a 
'particular country or to stand in some other fixed relation prede- 
termined by authority It is precisely this contrast which requires 
the authorities to use force, either upon the market rate of exchange 
or upon the quantities exported and imported But while it is 
quite correct to regard the exchange rate necessaiy to effect 
bilateral balancing with a paiticular countiy at whatever ratio of 
exports to impoits the State selects as the equihbnum rate for 
bilateralism, 2 nothmg precludes the use of a more fundamental 
concept even for bilateralism It is indeed indispensable from an 
economic angle to know whether the balancmg late itself does or 
does not conform to price equihbnum In this event the traditional 
concepts, such as CasseFs and Pigou’s, come into their own agam 
as measures of the real or economic disequihbrium of a rate of 
exchange which authority has imposed upon the trade with a 
particular country 

It may be convement to refer to these two equihbria as pnce 
(or economic) eqmlibnum and bilateral eqmhbrmm How essen- 
tial such a distinction is, appears from a non-exchange-control 
country, such as England before the present war, which neverthe- 
less was the clearing partner of exchange-control countnes So 
far as concerned other non-exchange-control countries, it would 
probably be correct to assume that market rates on sterhng con- 
formed to price (or economic) equihbnum So far as concerned the 
pound rate in the currency of an exchange-contiol country, this 
was not always the case The pa 3 nnent agreement between Eng- 
land and Germany contemplated a fixed relation of Enghsh to 
German exports in their mutual trade at a ratio of 55 100, but 
because Enghsh exports persistently outstripped this ratio, the 
German authoiities had always to intervene with direct hmitation 
of imports from England, to prevent the accumulation of uncleared 

1 Cf pp 233-234 above 

2 Ihis was the usage in the two preceding sections 
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Mark credits to English account ^ Sterling was undervalued from 
the angle of bilateral equihbrium If we seek an explanation, we 
discover that the undeivaluation did not anse because Enghsh 
pnces lay below the level of free-payments countries, but because 
German pnces exceeded it Whatever term in ology is used, the dis- 
tinction between the two sorts of equihbnum has always been 
inevitable in analyzing the rates of exchange-control countries 
Was the pengo overvalued or undervalued'? According to the 
present termmology the answer would be the pengo was over- 
valued on the basis of price equihbrium, but undervalued on the 
basis of bilateral equihbrium with Germany These facts may be, 
and mdeed have been in the course of the piesent study, set forth 
m the more laborious terminology of pnce-equihbrium throughout 
Thus it would be necessary to explain that at the Hungarian official 
rates, even as modified by the surcharges and prenua on free-cur- 
rency countnes, the pengo was overvalued on the basis of Hungar- 
ian and “world'’ prices, this reduced the Hungarian favorable bal- 
ance to free-currency countries, but at the pengo-Mark clearing 
rate, the pengo was undervalued on the basis of Hunganan and 
German prices, Hungary expenenced an accumulation of Mark 
balances from the stimulation of its exports to Germany In a 
theoretical discussion it may be desirable to have a convement 
shorthand for all this 

What, now, are the economic effects of the two sorts of over- 
valuation^ As a prehnunary observation, it may be said that only 
by accident does bilateral equihbnum comcide with pnce eqmhb- 
num The establishment of such a ratio as 1 5 1 for Himganan 
and Austnan exports m the cleanng agreements of these countnes, 
and of a 100 55 ratio for German and Enghsh exports in their pay- 
ment agreement, was undoubtedly motivated by the desire to incor- 
porate into the bilateral system somethmg approximating the 
ratio of exports which had existed under free currencies and a pnce- 
equihbnum rate of exchange But the preservation of the bare 
export ratio signified nothmg in itself, foi meanwhile the price- 
equihbnum changed entirely through disparate monetary devel- 
opments in the two countnes By accident, the cuirency deprecia- 
tions of Austria and Hungary between the summer of 1931 and 
June, 1935, were approximately equal, and the clearing operated 
without large one-sided balances If a given bilateral ratio were 

1 Of p 215 above 
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maintained with iron resolution for a very long time, it might be 
argued, and if factois of production moved rather freely from one 
country to anothei, the price or economic equilibrium would 
eventually be adjusted to the official bilateial eqmlibrium, their 
coincidence would then be more than accidental The unreahty of 
both the necessary postulates warrants neglecting this contingency 
entirely 

The literature of international trade and finance has set forth 
in sufficient detail the consequences of exchange rates higher than 
pnce equilibnum, and the mam results, falling exports and rising 
imports, are not otherwise for exchange rates in excess of bilateral 
equilibrium, if we take the magmtude of exports and imports at 
bilateral eqmlibrium for the pomt of comparison But for over- 
valuation relative to bilateral eqmlibrium very different results 
appear, so far as concerns the aims of hilatei ahsrrij from countries 
with export and with import surpluses Following the argument of 
Section A, bilateral balancing in the direction of equality^ of exports 
between the two countries reqmies a certain lowering of foieign 
exchange rates in a favorable-balance country If the authorities 
enforce still lower rates, overvaluation exists relative to the desired 
bilateral eqmhbnum, and the former favorable-balance country 
now expenences an import surplus ^ For a country which had an 
unfavorable balance, on the other hand, foreign exchange rates 
must rise to a certam level to produce bilateral balance If the 
exchange rates are kept below this level, the resulting overvaluation 
tends to prevent the desired change, pressed far enough, it might 
leave trade altogether at its old balance or even intensify the former 
one-sided balance 

This reasomng explains what upon first consideration might 
appear to have been an anomalous situation Central European 
countries chronically incurred adverse clearmg balances with West- 
ern European countries, despite the fact that the trade of the 
former had regularly shown export surpluses resting upon non- 
capital items With the institution of clearings, the overvaluations 
of the Central European countries changed their former bilateral 
export surpluses to import surpluses Had the overvalmng coun- 

1 The argument does not apply to increasing the disparity between two 
countries, but this is never an aim of bilaterahsm so long as its existence rests 
on a desire to conserve devisen 

2 In the absence, of course, of offsetting direct quantitative limitations 
upon imports 



340 EXCHANGE CONTROL IN CENTRAL EUROPE 

tiies formerly possessed unfavorable balances, then overvaluations 
vould have permitted this condition to continue to a greater or less 
degree Though the unfavoiable clearing balances vould have 
appeared to be less anomalous, m leality they would have been just 
as incompatible with the aim of bilateialism as they were in the 
first case 

A countiy with ovei valued cunency lelative to bilateral equi- 
hbrium always accumulates debts in clearings, unless diiect action 
IS taken to interfere with the piocess Thus the accumulation of 
clearmg debts or balances exceeding a capital transfer contemplated 
in the terms of a payment agzeement means per se that the debtor 
country's exchange is overvalued in this relation, but the absence 
of one-sided balances does not per se leveal that the exchange-iate 
conforms to bilateral eqmlibrium Only if the exchange rate itself 
were the only instrument used in controlling trade would this be 
the case Tariffs, quotas, import and export prohibitions, and 
licensing systems can be, and usually are, employed to supplement 
the exchange rate If the entire apparatus does not avail to pio- 
duce the desired forcing of trade away from the channels it takes 
under economic motives, there are four possible results The 
official ratio may be levised to closer approximation to the actual 
movement of goods Occasionally clearing agreements provide the 
steps for taking care of unhquidated balances ^ Both these results 
obviously represent sacrificing the contemplated ratio of bilateral 
trade The results most compatible with stiict adherence to the 
letter of the law are (1) the authorities simply close the clearing 
until the debtors (importeis) have paid a levy sufficient to liquidate 
the balance, or (2) the authorities do nothing at all, and simply 
allow the inteimmable delays in payments to exporters to throttle 
off their efforts to sell Frequently the central bank has assumed 
the nsk and part of the interest burden of clearing debts, but this 
again represents a letting down of the bilateral bars Interruption 
of trade, the uneconomic application of balances, and risk and 
interest costs are involved in all methods of coping with one-sided 
clearing balances Overvaluation is thus always potentially and 
must frequently be in fact a net addition to the forces of bilateral- 
ism named at the conclusion of Section B as operating additively 
and cumulatively to deciease the volume and gam of international 
trade 

1 Of Margaret Gordon, op cit , Ch VI 
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As we approach the concluding topic of this theoieticai anal- 
3/ SIS, it IS well to observe that ovei valuation undei exchange control 
promotes the giowth of monopoly vithm the controllmg country 
Flee payment countiies, such as England, feel piecisely the oppo- 
site effect fiom oveivaluation the stimulation of impoits exposes 
domestic producers to moie intense foieign competition and tends 
to dismtegiate domestic monopolies Why is the effect reveised 
by exchange control The ansTver is to be found in the rationing of 
devisen Foreign devisen are always “scaice” foi an overvalued- 
currency country under exchange contiol, because demand exceeds 
supply at the ofl&cial puce This gives rise to a margin between 
costs of importation and domestic puces of imported goods 
Windfalls of this soit, as we have seen in the cases of Austria and 
Hungary, fostei monopoly ^ This fact assumes some sigmficance 
in subsequent pages 

The argument of Section A on ^^An Ideal World of Bilateral- 
ism” admitted the possibility that the reshuffling of sources of 
supply and selleis' markets attending the mtioduction of bilateral- 
ism in large segments of the world's trade could mciease the inten- 
sity of demand for one particular country's products, despite the 
general downwaid-balancmg tendency of bilateralism as a whole 
It is not inconceivable, though scarcely probable, that a particular 
country should be able to envisage the lesults of bilateralism upon 
the demand for its products with sufficient clanty and accuracy to 
prompt it to fostei the spread of bilateralism precisely because of 
such a gain In most cases the ramifications of the system would be 
too complex for such a calculus, and the gam, if it appealed, would 
come as a puie windfall But this is a different mattei from the 
possibility of exploiting given demand schedules m international 
trade through monopohstic restriction of supply, either by means 
of a high rate of exchange or by means of discnmmation through 
a multiplicity of lates These not only can be but actually have 
been the objects of rate policy under exchange contiol 

Let us turn first to a high rate without discnmmation For 
the sake of formal precision, it may be pointed out that if the high 
rate is really possible without reducing the total value of expoiiis 
(price multiplied by volume), the rate is still compatible with price 
equihbnum If the State by viitue of its monopoly power over the 

1 Cf pp 57, 99, 106-111, 114, 154-155 above In Germany, monopoly 
profits were closely limited by the State 
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foreign exchanges under exchange control raises its rate success- 
fully from its own angle — increases the total yield of exports — 
it is not overvaluing its currency, but simply obtaimng the maxi- 
mum value Most writers have expressed the conviction that the 
elasticity of demand less than unity necessary to this operation is 
rarely or never found for a nation^s exports as whole In default 
of empiric verification of this opinion, we may accept it as an 
a pnon probability Statistical study of demand functions is still 
in its infancy and the complexities would be still greater for an inter- 
national market But the State expoit authonties may, by intm- 
tion and experiment, be able to discover elasticities of demand 
For a country such as Germany, which expoits highly fabricated 
and rather speciahzed manufactured products and imports raw 
materials, the mamtenance of a rate above competitive pnce- 
equihbrmm may be economically profitable from her own angle 
The total volume of world trade, of course, shrinks, and, upon the 
basis of famihar reasomng, the gam to the monopohst will be less 
than the loss of others The present state of information concermng 
international demand does not permit more than these observations 

Discriminating monopoly is anothei matter, for, whatever the 
elasticity, if the monopohst can carry thiough discrimination, he 
will increase his gams Needless to say, the presence of a vaiiety 
of Sperr currency categories and a multiplicity of clearings has 
already separated the buyers mto different markets, and it is then 
only necessary to discover (1) whether the State in question enjoys 
monopoly advantages with some of these markets at least, and (2) 
whethei intercommumcation between the maikets is sufficiently 
imperfect to permit differential prices Export against 4imgr4s' 
Marks by Germany clearly fulfills these conditions, and our 
analysis of German clearings with Southeastern Europe revealed 
instances of regional monopohes with successful monopoly discrim- 
ination^ Instances of monopsomstic exploitation were also not 
lacking, but, in general, monopsony is notably of less frequent 
occurrence than monopoly 

A sangume view of the theoretical possibihties of discrimina- 
tion IS not tantamount to the conviction that it is practicable in 
many cases To discover the necessary underlying conditions is 
difficult, and to admimster the prices successfully is comphcated 
and uncertain A danger always exists that unscientific discrimi- 

1 Cf pp 257-270 above 
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nation — charging one particular segment of the market more or 
less than the optimum pnce — may end by yielding less than a 
uniform pnce Furthermore, small States stand under the jeopardy 
of foreign retahations against discriminatory tactics Hungary 
very largely gave up the attempt at discnmination by the end of 
1935, but discrimination persisted in Geimany and nearly all other 
exchange-control countnes m Europe In many cases it is difficult 
to determine whether this was by design or by the accident of dif- 
fering currency depieciations in neighboring countries 

In view of the costs and numeious opportumties for loss set 
forth in the section upon bilateiahsm in practice and in the chap- 
ters preceding, it would be difficult to assert that even a successful 
instance of discriminating monopoly through exchange late has 
ever covered the economic losses of exchange control even for that 
country If occasionally exchange contiol dehvers monopoly gams 
into the hands of domestic monopohsts, the national dividend, 
augmented from one source, is decreased from another By a for- 
tunate accident a successfully discriminating country might also 
experience the windfall gam of an increase in demand schedules for 
its pioducts, in consequence of the revolution in tiade channels 
when bilaterahsm makes its advent Such a combination might 
outveigh the costs of bilateralism, but if so, it would need to offset 
the loss of transit trade, of nearly all international exchange of 
services, and of piofitable capital movements, the delays of pay- 
ment and interruption of trade due to impioper cleanng rates, the 
costs of the exchange-control apparatus to the State and to piivate 
firms, and finally the economic costs of autaiky and totahtaiian 
mteiference, so far as these institutions are served by exchange 
control In all events, discrimination reduces the yield of foreign 
trade for the other countries But if it is unsuccessfully managed, 
or provokes strong retaliations by other nations, it adds to the 
already formidable array of economic costs for the exchange- 
control country itself 

D Exchange Contiol and Free Systems 

1 Is Exchange Control an International Monetary and 
Trade ‘'System”'? Apologists for exchange control in the totah- 
tanan coimtnes confront economists of other lands with a paradox 
in pioclaiming that the institution has created a system of “modern 
money,” on the one hand, and that it discharges the same functions 
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as the traditional system of fiee payments, on the other Certamly 
one would not be disposed to attempt resolving the paradox by 
denying the novelty of intei national pa 3 niient and tiade proce- 
dures undei exchange contiol But it is wise to examine the claim 
concerning the similarity of functions as it is put foiward by these 
apologists themselves 

The following quotations show the progress of the argument 
as developed by Dr Carl-Heimann Mullei, Oberregierungsiat in 
the Reichswiitschaftsmimstenum, in his Outhne of Exchange 
Control 

Tree-payment exchange^ is a bank dealing In a State cleanng, the 
Cleanng Office takes the place of the Reichshank This procedure corre- 
sponds completely to the mam features of the so-called Tree^ international 
payments ’’ (p 335 ) 

^Through clearing the apparatus of international payments is only technically 
altered (p 337, Muller’s italics ) 

“The cleanng Mark cannot be used for thud countries and can [be used] 
only for certain payments to the dealing partner ” (p 339 ) 

“The most important diffeience between clearings (including payment agree- 
ments) and the former free world trade consists in the fact that freedom of 
purchase on the cheapest market at any time has been changed to a compul- 
sion to purchase on certain markets ” (i) 345, author’s italics omitted ) 
“Most assuredly the world could arrive at a much higher level of material well- 
being, if it formed a world economy uniformly oriented to the viewpoint of 
the cheapest and best production “ (p 346 ) 

“The way forward leads to new forms of the economic potentiality of 
trade, which are superior to those of the ^good old times’ because they are 
capable of combining political direction of economic life vuth easier technical 
management ” (p 13 )*- 

If maiginaha may be dispensed with in the case of Muller’s 
argument, they would seem to be unnecessary also for the remarks 
of the German representative to the Conference on Exchange 
Control in Geneva, May 12-13, 1939 The lepresentative is re- 
ported as saying, m substance at least, if not verbatim 

“exchange controls represent a new type of monetary economy, ” (p 5) 

“The real difference existing between the two systems is that in one there is 
the influence of the government m balancing the clearings and in the other 
the influence of the private entrepreneur in doing the same thing ” (p 9 ) 
“In a ‘free’ country, the entrepreneur himself discriminates as to price or 
other conditions The only difference reallj is that in Germany discrimi- 
nation is official and in other countries it is private ” (p 8 ) 

1 C H Muller, Grundriss der Devisenbewirtschaftung, 2d ed (Berlin, 
Vienna, 1939) 
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“it IS impossible to make any sort of international cost calculations if the 
prices are established hy the exchange control offices of two or more States 
In these pnces fixed by these offices it is impossible to separate the two essen- 
tial elements of this calculation (1) the price, and (2) the rate of exchange ” 
(P 

In his extensive memorandum on exchange control wiitten for 
the International Institute of Intellectual Cooperation, Di Fntz 
Meyer holds that a bilateral system, complemented by premia for 
“additional” exports and export subsidies, leads to the same inter- 
national adjustments as the traditional gold standaid ^ And yet 
he ventures the cautious suggestion — for what leason it does not 
appear — that arrangements should be made for the multilateral 
settlement of clearing balances® He dwells upon the benefits 
accruing to foreigners from the “fact” that Germany exports in 
order to import, and contrasts the German pohcy with that of 
other comitries which are anxious to export but lack the incentive 
of an “autonomous economic policy” to stimulate imports ^ He 
seems to forget that in 1937 German impoits weie only thiee per 
cent higher than in 1932 and were 59 per cent lower than m 1929 

Finally we may well considei the question w^hether exchange 
control does or does not permit trade to move in accord wuth com- 
parative costs Cabiati appears to answer this question aflBrma- 
tively,® and Tasca® negatively, but in fact the answers accord 
perfectly Cabiati is concerned wnth estabhshmg, contiary to the 
pretenses of exchange-control apologists, that, within the hmits 
imposed by bilaterahsm, trade still responds to a profit-and-Ioss 
calculus, that “economic law” is not wholly supeiseded by “mod- 
ern monetary systems ” Tasca, on the other hand, emphasizes the 
fact that the very existence of bilateralism relegates to the discard 
the previously existing system of comparative costs established by 
more or less free competition, substituting therefor a regime of 

1 Geneva Research Centre, Provisional Record of the Conference on 
Exchange Control, Genev-a, May 12-13, 1939, mimeographed (Geneva, May 
22, 1939) 

2 Fntz Meyer, ‘‘Devisenbewirtschaftung als neue Wahrungsfoim,’’ 
Weltwirtschafthches Archiv, Vol 49, No 1 (May, 1939), p 466 

3 Ibid , p 468 

4 Ibid , pp 467-468 

5 Attilio Cabiati, Fisiologia e Patologia Economica negh Scambi della 
Ricchezza fra gh Stati (Tunn, 1936) I am indebted to Dr Gerschenkron for 
readmg this book 

6 Tasca, op cit , pp 159-160 
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costs which have resulted from the aibitraiy actions of authority 
That exchange control is a “system’^ no one would deny But is it 
m any sense of the woid an economic '^system^^*? Walking back- 
waid IS undoubtedly a “system” of locomotion 

(2) Aie Exchange-Control and Fiee Systems Compatible As 
exchange-contiol and other forms of State interference have 
increased during the past decade/ this question has become more 
and more serious for economists outside the totalitarian countries 
Some have inclined to greater optimism/ others to greater pes- 
simism ^ The answer is really one of degree or preponderance at 
either hmit, the “other” system becomes impossible In the case of 
exchange control this can be seen clearly by considering each one of 
its mam elements in turn If all the woild but one (small) country 
places embaigoes on the export and import of capital, the remain- 
ing country cannot maintain a free international capital market, 
but if only one (small) country decrees embaigoes, the interna- 
tional capital market is essentially free If all the world but one 
(small) country artificially laises exchange lates, the effects may 
largely cancel out amongst them, and the one (small) country is 
automatically a country of undervalued currency, but if one (small) 
country overvalues its currency, theie is virtually no effect on the 
rest of the world If all the world but one countiy imposes bilateral 
balancmg, the remaining countiy 's trade is bilaterally balanced, 
and one country's bilaterahsm m isolation cannot impose complete 
bilateralism upon any other country If all the countries of the 
world but one regulate the composition and direction of then 
expoits and imports, the remaimng country has its foreign trade 
regulated for it, but the regulation of one (small) country affects 
the trade of the world as a whole but httle Between these limits, 
it IS simply a matter of more and less 

While this way of envisaging the matter is unexceptionable, it 

1 The percentage of imports covered by license or quota restrictions in 
1937 for a number of countnes follows France, 58, Switzerland, 62, Nether- 
lands, 26 Belgium, 24, Ireland, 17 Norway, 12, Umted Kingdom, 8, Sweden, 
3, from League of Nations, World Economic Survey, 1938-1939 (Geneva, 
1939), p 189 

2 E g Staley, op cit , Ch X, ^Troblems of the ^Mixed^ Economy ” 

3 E g Condkffe, op cit , Ch IV, Tasca, op cit , Ch XIII, “Systems of 
Commercial Pohcy The Problems of Rapprochement Haberler, op cit, 
Question III, “Is a Commercial System Economically and Legally Possible 
which shall guide Exchange between economically and pohticaUy predom- 
inantly Liberal and Interventiomst States”? 
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may by implication present too favorable a view of the chances of 
free international payments for survival, for a small amount of 
regulation can overbalance a great deal of freedom Thus if one 
country ^ freezes’’ the sums within its economy owing to foreigners, 
the governments of the creditors have no recourse — if there is to 
be any assurance of payment on curient account — but to adopt a 
hke measure A very small country can force bilateral clearing for 
its mutual trade upon a very large country in just this fashion A 
second reason for the superior force of regulation is its concentra- 
tion m the hands of the State, whereas traders under the free system 
stand “naked and alone ” Thirdly, as bilateralism spreads and 
foreign quahtative controls become more numerous, the economic 
data (costs, selhng pnces, foreign exchange rates) become less and 
less truly economic, and the ground is cut from beneath a system of 
free enterprise,^ to a larger degree, it may be observed, than the 
mere loss of free-enterpnse aieas in a geographic sense 

For a number of years, and particularly in the most recent 
times, it has appeared that the question of compatibihty is being 
resolved upon another plane than that of contrasting national 
economies The growth of economic blocs, well confirmed statis- 
tically for international tiade,^ spells the perpetuation of exchange 
control and other forms of regulation between blocs, and very 
probably also the reduction of control between countiies within 
each bloc Whether the end effect upon the gain of international 
trade in these circumstances will be a rise or decline cannot be pre- 
dicted, since it depends equally upon the severity of inter-hloc 
obstacles to trade and the hberality of treatment accorded to intra- 
bloc trade There is furthermoie the possibihty of discrimmatory 
measures as amongst blocs If other blocs than that of the Umted 
States happen to be more or less en rapport, the observations made 
upon the r61e of a “smalk^ country may be pertinent even to this 
large area 

1 Cf Folke Hilgerdt, “The Approach to Bilateralism — A Change in 
the Structure of World Trade,’* Index, Voi X 8, No 116, pp 175-188 

2 Cf League of Nations, op cit , p 186 Between 1929 and 1938 the 
trade of the British Emnire within itself as a percentage of its total trade under- 
went the following changes for imports, from 30 to 42 per cent, for exports, 
44 to 50 per cent Corresponding figures for certain other countries are for 
France, imports from 21 to 27 per cent, exports from 19 to 27 5 per cent, for 
Japan (Korea, Formosa, Kwangtung, Manchuria), imports from 20 to 41 per 
cent, exports from 24 to 55 per cent, for Germany (six countries of South- 
eastern Europe), imports from 4 5 to 12 per cent, exports from five to 13 per cent 
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As the term is generally understood, ^'economic” describes the 
processes involved m maximizmg utihty from available resources 
Liberal economists and contemporary sociahst economists agree 
that this maximization is reached by the free choice of consumers as 
to their outlays on final products and by the transmission of these 
choices to the use of resouices through the competitive biddmg of 
producers, whether or not the producers are also owners Exchange 
control in its contemporary form cannot be described as conform- 
ing to this test of what is economic It is undoubtedly an instru- 
ment of control But there is one question, which, if it ever comes 
to be seriously considered by the populace of exchange-control 
countries and economic blocSj will terminate both exchange-control 
and economic blocs The question is an old one Qms custodiet? 
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Gold and 
Foreign 
Eschange 

III 

Private 

Discounts 

IV 

I 

846 

1,143 

341 

206 

II 

826 

1,135 

349 

202 

III 

841 

1,134 

341 

199 

IV 

834 

1,134 

338 

197 

V 

846 

1,132 

339 

195 

VI 

823 

1,140 

341 

191 

VII 

840 

1,151 

348 

194 

VIII 

865 

1,172 

367 

195 

IX 

855 

1,187 

383 

192 

X 

861 

1,196 

394 

190 

XI 

854 

1,197 

396 

186 

XII 

894 

1,205 

401 

187 

1938 

I 

846 

1,201 

404 

189 

II 

827 

1,216 

416 

187 
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EXCHANGE CONTROL IN CENTRAL EUROPE 


Attstriast Index of Inddsteial Production 
(1929=100) 


1929 


1932 


1935 


I 

102 

I 

65 

I 

74 

II 

98 

II 

68 

II 

75 

III 

99 

III 

64 

III 

76 

IV 

102 

IV 

65 

IV 

77 

V 

99 

V 

57 

V 

78 

VI 

104 

VI 

59 

VI 

79 

VII 

98 

VII 

56 

VII 

81 

VIII 

104 

VIII 

59 

VIII 

82 

IX 

102 

IX 

56 

IX 

83 

X 

102 

X 

60 

X 

84 

XI 

97 

XI 

58 

XI 

84 

XII 

92 

XII 

57 

XII 

85 

1930 


1933 


1936 


I 

94 

I 

58 

I 

85 

II 

92 

II 

59 

II 

85 

III 

92 

III 

59 

III 

85 

IV 

93 

IV 

60 

IV 

85 

V 

93 

V 

61 

V 

85 

VI 

80 

VI 

62 

VI 

85 

VII 

80 

VII 

64 

VII 

85 

VIII 

79 

VIII 

65 

VIII 

86 

IX 

80 

IX 

65 

IX 

87 

X 

80 

X 

66 

X 

88 

XI 

77 

XI 

67 

XI 

89 

XII 

78 

XII 

68 

XII 

92 

1931 


1934 


1937 


I 

76 

I 

68 

I 

94 

II 

75 

II 

69 

II 

97 

III 

74 

III 

69 

III 

99 

IV 

79 

IV 

69 

IV 

102 

V 

72 

V 

70 

V 

104 

VI 

69 

VI 

70 

VI 

112 

VII 

75 

VII 

70 

VII 

113 

VIII 

71 

VIII 

71 

VIII 

112 

IX 

75 

IX 

71 

IX 

115 

X 

75 

X 

72 

X 

112 

XI 

76 

XI 

73 

XI 

108 

XII 

75 

XII 

73 

XII 

103 
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Austrian Price Iim dices 
(1929=100) 


1929 

I 

Defcerimned 

Abroad 

Home 

Determined 

Bound 

Prices 

Sensitive 

Prices 

103 

103 

100 

101 

II 

104 

102 

101 

100 

III 

107 

100 

101 

101 

IV 

104 

101 

101 

102 

V 

100 

99 

102 

97 

VI 

99 

100 

102 

99 

VII 

99 

100 

101 

97 

VIII 

99 

100 

100 

99 

IX 

100 

101 

100 

102 

X 

97 

101 

99 

102 

XI 

92 

99 

98 

101 

XII 

91 

99 

9$ 

100 

1930 

I 

90 

99 

100 

99 

II 

88 

97 

99 

96 

III 

83 

97 

98 

94 

IV 

85 

95 

98 

99 

V 

81 

94 

96 

88 

VI 

79 

93 

96 

88 

VII 

76 

93 

96 

83 

VIII 

72 

93 

97 

83 

IX 

70 

93 

98 

82 

X 

67 

91 

96 

76 

XI 

65 

90 

94 

72 

XII 

65 

87 

94 

69 

1931 

I 

61 

85 

91 

64 

II 

61 

84 

92 

62 

III 

62 

83 

92 

63 

IV 

60 

83 

91 

63 

V 

59 

82 

91 

59 

VI 

58 

79 

92 

55 

VII 

58 

79 

91 

57 

VIII 

58 

77 

92 

56 

IX 

56 

76 

90 

53 

X 

60 

76 

94 

54 

XI 

64 

79 

95 

59 

XII 

64 

79 

95 

58 
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Austrian Price Indices — Continued 
(1929 = 100) 


1932 

Determined 

Abroad 

Home 

Determined 

Boimd 

Pnces 

Sensitive 

Prices 

I 

62 

77 

104 

54 

II 

60 

75 

103 

53 

III 

60 

73 

104 

51 

IV 

58 

72 

104 

48 

V 

56 

70 

104 

46 

VI 

52 

69 

104 

46 

VII 

53 

69 

103 

46 

VIII 

57 

70 

102 

47 

IX 

60 

71 

103 

50 

X 

59 

72 

104 

51 

XI 

57 

70 

104 

48 

XII 

57 

70 

103 

48 

1933 

I 

56 

71 

103 

50 

II 

56 

71 

103 

48 

III 

56 

71 

104 

49 

IV 

57 

72 

104 

50 

V 

63 

73 

104 

51 

VI 

66 

76 

103 

57 

VII 

65 

78 

105 

58 

VIII 

64 

79 

102 

59 

IX 

61 

78 

103 

58 

X 

61 

77 

105 

58 

XI 

62 

76 

104 

58 

XII 

62 

76 

104 

59 

1934 

I 

65 

76 

105 

60 

II 

66 

76 

105 

60 

III 

65 

77 

106 

60 

IV 

65 

77 

104 

60 

V 

64 

76 

103 

59 

VI 

63 

76 

104 

59 

VII 

62 

75 

103 

58 

VIII 

63 

75 

104 

58 

IX 

58 

77 

104 

56 

X 

59 

75 

104 

54 

XI 

59 

75 

104 

53 

xn 

60 

75 

104 

54 
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AxrsTBiAN Pbicb Indices — ConMnued 
(1929=100) 


1935 

Determined 

Abroad 

Home 

Determined 

Bound 

Pncea 

Sensitive 

Prices 

I 

62 

75 

104 

55 

II 

60 

75 

105 

55 

III 

59 

75 

105 

53 

IV 

62 

75 

105 

54 

V 

64 

76 

105 

56 

VI 

64 

76 

105 

56 

VII 

64 

76 

104 

57 

VIII 

65 

76 

104 

57 

IX 

64 

78 

104 

58 

X 

68 

79 

105 

62 

XI 

68 

78 

105 

61 

XII 

68 

78 

105 

61 

1936 

I 

67 

79 

105 

61 

II 

67 

79 

105 

61 

III 

68 

79 

105 

62 

IV 

68 

78 

105 

62 

V 

68 

78 

104 

62 

VI 

66 

78 

104 

60 

VII 

68 

78 

104 

61 

VIII 

67 

79 

104 

62 

IX 

67 

80 

104 

62 

X 

68 

81 

104 

65 

XI 

74 

81 

105 

66 

XII 

78 

82 

105 

71 

1937 

I 

82 

82 

105 

76 

II 

84 

84 

105 

79 

III 

91 

84 

106 

84 

IV 

90 

88 

106 

85 

V 

85 

89 

106 

84 

VI 

82 

89 

106 

78 

VII 

81 

88 

105 

79 

VIII 

83 

89 

105 

82 

IX 

79 

90 

105 

79 

X 

75 

89 

105 

75 

XI 

71 

88 

105 

71 

XII 

69 

85 

104 

67 

1938 

I 

69 

87 

105 

68 

11 

68 

86 

105 

65 
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Ageictjltubal Prices Industeial Peices 

(1923-31=100) 



A-U^tnan 

Foreign 

Austnan 

Foreign 

1929 

I 

98 

102 

100 

99 

II 

103 

103 

99 

99 

III 

107 

107 

99 

98 

IV 

106 

100 

98 

97 

V 

106 

95 

97 

95 

VI 

100 

93 

98 

95 

VII 

107 

101 

98 

96 

VIII 

103 

96 

99 

99 

IX 

97 

102 

103 

100 

X 

94 

99 

104 

100 

XI 

93 

97 

101 

97 

XII 

91 

98 

101 

97 

1930 

I 

93 

96 

104 

97 

II 

91 

93 

102 

96 

III 

91 

89 

100 

93 

IV 

87 

86 

99 

92 

V 

86 

83 

99 

91 

VI 

87 

81 

99 

91 

VII 

85 

97 

95 

87 

VIII 

93 

99 

96 

85 

IX 

87 

80 

95 

83 

X 

83 

77 

93 

80 

XI 

83 

73 

92 

77 

XII 

81 

72 

89 

76 

1931 

I 

79 

69 

87 

74 

II 

81 

69 

86 

71 

III 

83 

69 

86 

71 

IV 

87 

72 

87 

70 

V 

86 

70 

82 

67 

VI 

84 

73 

79 

64 

VII 

91 

82 

80 

66 

VIII 

90 

66 

78 

68 

IX 

87 

64 

76 

66 

X 

90 

66 

76 

65 

XI 

95 

67 

80 

69 

XII 

94 

65 

79 

66 
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Agbictjltural Prices Iitoxjstri4.l Prices 

(Cmtinited) 

(1923-31=100) 


1932 

Austrian 

Foreign 

Austrian 

Foreign 

I 

93 

62 

79 

65 

II 

93 

63 

78 

63 

III 

94 

64 

75 

61 

IV 

94 

63 

73 

58 

V 

96 

59 

72 

57 

VI 

112 

58 

71 

56 

VII 

101 

59 

72 

55 

VIII 

93 

61 

73 

58 

IX 

89 

57 

75 

61 

X 

90 

54 

76 

60 

XI 

91 

55 

73 

61 

XII 

88 

53 

73 

59 

1933 

I 

85 

53 

73 

57 

II 

84 

52 

73 

58 

III 

86 

52 

73 

58 

IV 

86 

53 

73 

60 

V 

85 

56 

73 

64 

VI 

98 

58 

77 

67 

VII 

93 

63 

78 

71 

VIII 

82 

61 

78 

71 

IX 

82 

59 

78 

69 

X 

82 

55 

78 

69 

XI 

82 

57 

77 

68 

XII 

83 

57 

77 

69 

1934 

I 

80 

47 

78 

59 

II 

81 

46 

78 

58 

III 

83 

44 

78 

59 

IV 

81 

43 

77 

58 

V 

81 

44 

76 

58 

VI 

80 

45 

76 

58 

VII 

81 

48 

75 

58 

VIII 

84 

57 

76 

58 

IX 

85 

56 

77 

56 

X 

85 

55 

74 

56 

XI 

84 

56 

75 

57 

XII 

85 

59 

75 

58 
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Agriculttjbal Prices Ittoustrial Prices 

{Continued) 

(1923-31 = 100) 



Austrian 

Foreign 

Austrian 

Foreign 

1935 





I 

84 

58 

75 

58 

II 

84 

57 

76 

57 

III 

84 

54 

75 

57 

IV 

82 

55 

75 

57 

V 

83 

55 

76 

58 

VI 

84 

53 

76 

59 

vir 

84 

52 

76 

60 

VIII 

86 

55 

76 

60 

IX 

87 

58 

77 

61 

X 

89 

59 

80 

62 

XI 

87 

56 

80 

63 

XII 

85 

53 

78 

63 

1936 





I 

84 

52 

79 

63 

II 

82 

53 

79 

64 

III 

82 

52 

78 

63 

rv 

83 

53 

78 

64 

V 

84 

50 

78 

63 

VI 

85 

50 

78 

63 

VII 

86 

57 

78 

63 

VIII 

88 

62 

80 

64 

IX 

89 

61 

80 

65 

X 

90 

61 

82 

64 

XI 

90 

61 

82 

65 

XII 

91 


84 



1937 

I 


90 


85 
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Austrian Exports and Imports by VAiuri 
(1029=100) 

Index of Index of Index of Index of Index of Index of 



Imports Exports 
(Raw (AU 

Mate- Prod- 
riais) ucts) 


Imports Exports 
(Raw (AH 

Mate- Prod- 
nals) nets) 


Imports Exports 
(Raw (AU 

Mate- Prod- 
rials) ucts) 

1929 



1932 



1935 



I 

94 

99 

I 

57 

45 

I 

37 

39 

II 

93 

96 

II 

50 

41 

II 

35 

40 

III 

94 

95 

III 

45 

36 

III 

36 

45 

IV 

104 

105 

IV 

50 

37 

IV 

38 

42 

V 

103 

104 

V 

48 

37 

V 

36 

41 

VI 

106 

109 

VT 

49 

36 

VI 

35 

36 

VII 

96 

108 

VII 

41 

35 

VII 

38 

40 

VIII 

99 

100 

VIII 

38 

32 

VIII 

34 

40 

IX 

111 

100 

IX 

37 

32 

IX 

37 

39 

X 

100 

97 

X 

34 

34 

X 

43 

42 

XI 

96 

97 

XI 

39 

36 

XI 

41 

43 

XII 

100 

93 

XII 

36 

32 

XII 

38 

44 

1930 



1933 



1936 



I 

77 

96 

I 

37 

33 

I 

41 

44 

II 

76 

100 

II 

33 

33 

II 

39 

41 

III 

78 

91 

III 

38 

34 

III 

43 

48 

IV 

79 

95 

IV 

32 

33 

IV 

39 

45 

V 

84 

88 

V 

36 

38 

V 

37 

44 

VI 

79 

85 

VI 

37 

36 

VI 

34 

41 

VII 

76 

82 

VII 

41 

42 

VII 

36 

40 

VIII 

79 

81 

VIII 

33 

38 

VIII 

38 

42 

IX 

76 

81 

IX 

34 

40 

IX 

38 

43 

X 

76 

83 

X 

39 

40 

X 

41 

43 

XI 

73 

77 

XI 

41 

41 

XI 

41 

44 

XII 

67 

75 

XII 

36 

36 

XII 

41 

46 

1931 



1934 



1937 



I 

67 

69 

I 

37 

38 

I 

41 

46 

II 

71 

68 

II 

35 

39 

II 

44 

51 

III 

63 

64 

III 

39 

44 

III 

48 

57 

IV 

71 

68 

IV 

37 

39 

IV 

46 

55 

V 

71 

68 

V 

38 

38 

V 

46 

55 

VI 

60 

64 

VI 

36 

40 

VI 

47 

57 

VII 

61 

65 

VII 

33 

38 

VII 

45 

61 

VIII 

54 

59 

VIII 

32 

40 

VIII 

42 

55 

IX 

59 

60 

IX 

35 

39 

IX 

43 

55 

X 

60 

57 

X 

38 

40 

X 

48 

57 

XI 

62 

55 

XI 

38 

41 

XE 

43 

56 

XII 

58 

53 

XII 

34 

38 

XII 

46 

59 


1938 

I 41 45 
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Banknote CiRCtrL^TioN in Austria* 


(Number of Banknotes m Millions) 


Denomination 

1928 

1929 

1930 

1931 

1932 

1,000 Schillings 

103 185 

113 615 

104 791 

226 800 

26 600 

100 Schillings 

5,623 720 

5,308 640 

5,334 294 

5,367 453 

5,099 392 

50 Schillings 


2,212 225 

2,345 565 

2,164 085 

1,807 089 

20 Schillings 

11,986 789 

9,280 059 

8,901 878 

8,368 269 

7,418 945 

10 Schillings 

11,661 288 

11,097 991 

11,255 479 

10,255 690 

9,876 497 

5 Schilhngs 

8,371 966 

8,524 837 

8,782 670 

8,365 589 

7,930 365 

* In Fig 2, p 

32 the curves represent 

1 total valueSj 

, not numbers of notes, 


in each denomination 


Austria 

Gold Prices in Per Cent op Parity 



1931 

1932 

1933 

I 


129 

122 

IT 


136 

121 

III 


129 

126 

IV 


115 

129 

V 


125 

131 

VI 


133 

127 

VII 


129 

128 

VIII 


121 

128 

IX 

100 

120 

128 

X 

122 

120 

128 

XI 

130 

120 


XII 

140 

120 



Source of statistics, pp 74^85 Monatsberiehte des Osterreichischen 
Institutes fur Konjunkturfoischung 
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National Bank op Htingabt 
Monetary Series^ 

Notes 

Fractional Mone> 


Date 

Reserves m 

Gold and Devisen 

Bills 

Discounted 

and Depo-aits 
(Seasonally 
4dju<ated) 

Demand Deposits 
of the State 


In 1 000 Pengo 

In 1 000 Pengo 

In 1 000 Pengo 

In 1 000 Pengo 

1931 

I 

II 

164,475 

136,391 

265,060 

279,726 

510,664 

495,294 

8,948 

III 

115,832 

353,501 

590,005 

32,371 

IV 

125,160 

401,869 

588,081 

30,311 

1932 

I 

123,249 

418,904 

555,328 

30,731 

II 

118,890 

432,035 

536,043 

23,157 

III 

117,962 

415,290 

517,881 

58,538 

IV 

120,592 

421,988 

486,975 

41,678 

1933 

I 

120,410 

468,901 

487,212 

59,070 

II 

121,017 

476,475 

504,281 

35,608 

III 

101,617 

437,496 

504,398 

49,413 

64,534 

IV 

90,877 

569,527 

501,240 

1934 

I 

93,440 

588,221 

511,387 

49,035 

II 

90,273 

570,030 

500,719 

29,478 

III 

93,125 

533,908 

493,686 

47,750 

IV 

99,279 

565,164 

511,220 

71,612 

1935 

I 

98,825 

538,040 

516,034 

64,995 

II 

99,844 

525,241 

542,290 

70,682 

III 

94,174 

491,952 

545,097 

75,028 

IV 

112,237 

523,648 

581,581 

104,550 

1936 

I 

111,858 

516,461 

585,964 

96,576 

II 

105,310 

499,899 

597,324 

98,437 

III 

110,134 

470,144 

617,121 

129,689 

IV 

126,414 

487,757 

656,103 

169,657 

1937 

I 

131,480 

463,745 

693,785 

178,980 

II 

137,906 

400,366 

710,543 

148,249 

III 

141,779 

384,213 

723,239 

174,590 

IV 

142,592 

409,930 

722,759 

203,026 

1938 

I 

149,947 

469,942 

785,383 

207,968 

II 

155,930 

439,212 

904,809 

163,195 

III 

219,086 

520,457 

941,347 

122,077 

IV 

220,598 

466,163 

1,050,369 

141,243 

1939 

I 

211,429 

481,067 

1,147,617 

141,264 


1 Data for all senes, unless otherwise noted, from Quarterly Reports, 
U I f W For eolmnns 1, 2 and 4, quarterly figures as of March 31, June 
30, September 30, and December 31 

2 Quarterly averages Data for notes and fractional money are unad- 
justed figures pubhshed by the Hunganan Institute for Economic Research, 
data for deposits from the London Economist Seasonal adjustment has 
been earned through here de novo 
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Index of Industrial Production in Hungary 


Seasonally Adjusted^ 
Quarterly Averages 
(1929 = 100) 


1931 


1935 


I 

86 9 

I 

1015 

11 

90 0 

II 

104 7 

III 

85 7 

III 

110 6 

IV 

87 3 

IV 

110 0 

1932 


1936 


I 

89 5 

I 

113 5 

II 

75 6 

11 

117 2 

III 

78 4 

III 

1210 

IV 

83 5 

IV 

121 7 

1933 


1937 


I 

85 4 

I 

125 6 

II 

85 4 

II 

132 7 

III 

90 4 

in 

135 3 

IV 

913 

IV 

125 4 

1934 


1938 


I 

93 6 

I 

122 7 

II 

103 6 

11 

116 2 

III 

99 3 

III 

1301 

IV 

100 4 

IV 

131 1 



1939 




I 

147 0 


Budget Balances op Hungary 



Including State Undertakings 



In MiUion Pengo® 


1930-^31 

-229 5 

1935-36 

-34 6 

1931-32 

-179 7 

1936-37 

+ 81 

1932-33 

-108 5 

1937-38 

-67 9 

1933-34 

- 66 3 

1938-39 

- 1 

1934-35 

- 70 4 

(estimated) 


Discount Rate op the Hungarian National Bank^ 



Per Cent 


Per Cent 

May 30, 1930 to June 15, 1931, 5)4 

Apnl 18, 1932 to June 30, 

1932, 6 

June 16, 

1931 to July 23, 1931, 7 

July 1, 1932 to Oct 17, 

1932, 5 

July 24, 1931 to Sept 10, 1931, 9 

Oct 18, 1932 to Aug 28, 

1936, 43^ 

Sept 11, 1931 to Jan 19, 1932, 8 

Aug 29, 1935 — 

4 

Jan 20, 

1932 to April 17, 1932, 7 




1 Data are quarterly unadjusted indices of industrial production of the 
Hunganan Institute for Economic Research, seasonal adjustment has been 
earned through here de novo 

2 Ung Wirt Jhrb , Vol 14, p 297 
8 Quarterly Reports, U I f W 
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Hungarian Price Indices^ 


M 2 

2 

§ 


(Base 

1926-1927) 



w 

O ^ 

^ bD 




Wholes ALB Pbicb Indices 

£ o go 

gro'g 

*3 CJ-B m 
d ? 


Sensitive 

Prices 

General Agricultural Industnal and 
Wholesale Products Half finished 

O 3 

^ fcOO ® 

I 

913 

74 8 

69 0 

889 

92 1 

68 2 

II 

910 

75 6 

69 4 

89 3 

92 3 

67 8 

III 

913 

75 6 

70 5 

88 4 

93 5 

67 3 

IV 

90 5 

741 

69 4 

87 5 

93 0 

67 5 

V 

81 7 

72 7 

68 9 

85 3 

93 5 

66 6 

VI 

75 4 

72 2 

681 

85 6 

93 3 

65 8 

VII 

78 4 

72 2 

69 2 

85 2 

94 8 

64 9 

VIII 

76 9 

70 9 

661 

85 0 

95 4 

63 0 

IX 

812 

71 7 

66 6 

85 3 

96 0 

58 9 

X 

84 7 

72 8 

67 0 

86 4 

95 0 

516 

XI 

871 

75 4 

70 2 

89 2 

93 6 

501 

XII 

85 2 

75 0 

681 

90 9 

93 2 

443 

I 

82 9 

73 0 

66 3 

89 0 

92 2 

45 2 

II 

82 9 

72 9 

66 0 

88 6 

910 

45 4 

III 

79 7 

719 

651 

86 8 

910 

48 8 

IV 

79 2 

69 5 

62 4 

85 8 

90 7 

48 3 

V 

77 5 

68 7 

62 0 

84 5 

92 4 

46 3 

VI 

75 1 

66 9 

612 

83 7 

92 2 

445 

VII 

73 9 

65 4 

58 4 

83 1 

91 6 

42 8 

VIII 

76 0 

64 8 

56 6 

83 4 

92 4 

42 7 

IX 

77 3 

65 2 

57 5 

83 3 

921 

44 2 

X 

76 6 

64 4 

56 3 

83 0 

915 

42 0 

XI 

77 3 

631 

55 0 

82 2 

89 6 

40 5 

XII 

771 

617 

53 0 

81 8 

88 4 

40 5 

I 

76 4 

613 

53 2 

77 7 

88 2 

414 

II 

75 7 

617 

53 6 

78 9 

87 2 

414 

III 

76 3 

61 6 

53 5 

78 7 

86 8 

41 1 

IV 

76 7 

60 6 

512 

78 5 

86 5 

40 9 

V 

79 0 

60 7 

50 3 

79 8 

86 0 

40 7 

VI 

72 4 

617 

510 

80 4 

85 9 

417 

VII 

72 4 

613 

50 0 

81 7 

83 5 

423 

VIII 

72 9 

59 4 

476 

79 5 

83 5 

414 

IX 

78 6 

58 6 

46 6 

79 2 

83 2 

39 5 

X 

78 6 

58 7 

46 5 

79 5 

814 

39 2 

XI 

77 7 

58 7 

46 8 

78 6 

80 8 

40 7 

XII 

781 

59 7 

48 0 

78 6 

81 9 

412 


^ All indices from TJ I f K , Vol 1-42 
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1934 


1935 


1936 


HrorGisiAN Pkice Indices — Continued m g 

(Base 1925-1927) |§ 

C « 

Wholes 4.LB Price Indices o S 

Sensitive General 4.giiculfcural Industrial and g ^ 

Prices Wholesale Products Half finished q s 


I 

7S2 

60 0 

48 5 

78 3 

82 0 

40 8 

II 

78 2 

62 5 

50 9 

78 6 

82 6 

39 2 

III 

77 8 

62 0 

51 1 

77 9 

82 4 

38 6 

IV 

75 2 

61 1 

50 0 

77 4 

82 6 

38 6 

V 

73 0 

64 2 

551 

77 3 

84 6 

38 5 

VI 

75 0 

63 2 

53 8 

77 2 

84 3 

38 2 

VII 

74 4 

62 5 

52 7 

76 3 

83 2 

38 7 

VIII 

75 2 

641 

54 8 

76 2 

83 5 

39 0 

IX 

78 2 

64 9 

561 

76 3 

83 3 

37 6 

X 

77 4 

65 2 

56 7 

76 4 

83 2 

37 6 

XI 

78 9 

65 7 

57 4 

76 6 

82 4 

37 5 

XII 

77 8 

65 5 

57 5 

761 

82 3 

37 7 

I 

78 4 

661 

59 4 

75 4 

82 3 

37 9 

II 

77 2 

67 4 

60 5 

75 4 

82 8 

37 5 

III 

78 9 

66 5 

59 5 

74 6 

83 4 

36 5 

IV 

77 5 

66 7 

58 8 

74 2 

83 3 

37 4 

V 

77 2 

66 5 

58 4 

73 7 

83 4 

38 9 

VI 

719 

671 

58 7 

75 7 

841 

38 8 

VII 

74 0 

70 2 

63 0 

77 7 

86 5 

38 9 

VIII 

73 5 

70 8 

64 3 

77 5 

87 2 

38 9 

IX 

74 4 

72 8 

65 9 

79 0 

86 9 

40 0 

X 

76 6 

76 0 

70 2 

80 1 

86 7 

40 7 

XI 

76 4 

76 8 

716 

80 4 

86 5 

40 7 

XII 

80 4 

77 5 

72 5 

81 0 

87 0 

40 8 

I 

813 

76 3 

70 3 

81 8 

88 6 

40 8 

II 

816 

76 8 

710 

81 9 

891 

40 6 

III 

816 

76 4 

70 0 

82 3 

89 3 

40 6 

rv 

79 0 

75 0 

67 6 

82 2 

89 9 

40 6 

V 

76 5 

73 7 

65 9 

821 

89 8 

40 3 

VI 

76 3 

72 2 

63 9 

82 2 

89 0 

40 8 

VII 

77 8 

73 0 

64 6 

82 4 

88 7 

42 0 

VIII 

78 7 

73 6 

65 8 

82 4 

90 3 

42 4 

IX 

816 

74 4 

67 0 

82 9 

90 5 

427 

X 

90 7 

77 6 

716 

83 7 

90 9 

422 

XI 

90 3 

78 6 

72 3 

84 6 

901 

42 9 

XII 

912 

80 7 

74 8 

85 2 

91 1 

44 9 
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H0NG4.BIAISI Price Indices — Continued. 
(Base 1925-1927) 


Wholesale Price Indices 
Sen iti\e General -Agricultural Industrial and 
Prices Wholesale Products Half-finished 



Q B'S 





1937 I 

II 

III 

IV 

V 

VI 

VII 
VIII 

IX 

X 

XI 
XII 

1938 I 
II 

III 

IV 

V 
VI 

VII 

VIII 
IX 

X 

XI 

XII 


91 7 

84 0 

78 0 

90 9 

84 5 

76 8 

92 6 

85 4 

77 7 

92 6 

83 6 

74 7 

891 

83 4 

74 3 

87 5 

82 2 

74 0 

87 2 

83 2 

76 2 

87 3 

82 8 

75 9 

88 0 

818 

75 5 

87 2 

812 

75 2 

85 5 

801 

74 2 

851 

79 4 

741 

85 3 

78 9 

73 4 

84 4 

78 3 

719 

84 6 

77 8 

712 

83 5 

78 2 

72 2 

80 3 

76 2 

70 6 

741 

75 9 

69 9 

73 0 

75 8 

69 0 

73 5 

76 3 

70 4 

761 

77 9 

72 0 

76 6 

78 0 

719 

78 6 

77 3 

70 9 

78 8 

76 3 

69 2 

77 4 

76 3 

69 9 


87 6 

94 6 

45 9 

881 

95 3 

46 4 

87 7 

95 2 

491 

91 3 

94 9 

48 6 

91 2 

94 8 

49 1 

89 9 

95 0 

47 9 

89 3 

95 2 

48 5 

89 0 

95 4 

47 8 

87 7 

96 5 

46 6 

86 8 

96 5 

45 5 

86 9 

96 2 

44 3 

86 7 

96 8 

44 4 

86 8 

97 6 

440 

86 7 

96 7 

43 7 

86 2 

96 8 

42 6 

85 7 

97 5 

421 

84 8 

97 5 

417 

841 

95 8 

417 

84 0 

94 8 

40 9 

84 4 

94 8 

39 6 

84 7 

961 

38 8 

84 2 

95 7 

38 5 

84 2 

95 5 

37 4 

841 

95 2 

36 9 

83 0 

94 6 

37 0 


1939 I 


Re\ised to Gold Basis 
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Indices of the Fobeign Value op Pengo 



Pengo N ote Quotations in 
Zurich as Per Cent of Parity^ 

Gold Price in Budapest 

Date 

as Per Cent of Panty* 

1931 

VII 


111 

VIII 


126 

IX 


132 

X 


147 

XI 


144 

XII 


170 

1932 

I 


147 

II 


144 

III 


147 

IV 


137 

V 

760 

147 

VI 

732 

147 

VII 

736 

137 

VIII 

751 

132 

IX 

771 

126 

X 

784 

126 

XI 

814 

118 

XII 

809 

126 

1933 

I 

791 

137 

II 

743 

137 

III 

734 

132 

IV 

745 

137 

V 

745 

137 

VI 

752 

132 

VII 

730 

140 

VIII 

759 

132 

IX 

710 

137 

X 

738 

137 

XI 

754 

137 

XII 

766 

132 


1 Percentages computed from prices in Swiss francs as given by tbe 
Scliweizensciie Nationalbank in its Monatsbencbte, and by Zuncber Nacb- 
nchten, montbly averages 

2 Percentages of par computed from pengo prices of one kilogram gold 
as given in various daily newspapers in Budapest, median between daily nigh 
and low quotation, middle of month 
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Inbicbs op the PoBEIG^l ViLiiE OP Pe’vgo — Continued 



Pengo Note Quotations in 
Ziuich as Per Cent of Parity 

Gold Price in Budapest 

Date 

as Per Cent of Parity 

1934 

I 

757 

132 

II 

749 

137 

III 

712 

142 

IV 

707 

142 

V 

703 

142 

VI 

682 

145 

VII 

682 

147 

VIII 

682 

145 

IX 

694 

145 

X 

685 

145 

XI 

666 

150 

XII 

647 

153 

1935 

I 

644 

153 

II 

615 

162 

III 

628 

158 

IV 

615 


V 

609 


VI 

628 


VII 

639 


VIII 

653 


IX 

652 


X 

637 


XI 

621 


XII 

613 


1936 

I 

625 


II 

649 


III 

650 


IV 

649 


V 

659 


VI 

668 


VII 

649 


VIII 

659 


IX 

667 


X 

603 


XI 

609 


XII 

613 
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Indices of the Foeeign Valitb op Pengo — Continued 



Pengo Note Quotations m 

Date 

Zurich as Per Cent of Parity 

1937 


I 

616 

II 

611 

III 

617 

IV 

641 

V 

667 

VI 

667 

VII 

643 

VIII 

636 

IX 

623 

X 

644 

XI 

630 

XII 

632 

1938 


I 

622 

II 

625 

III 

608 

IV 

530 

V 

514 

VI 

540 

VII 

549 

VIII 

527 

IX 

464 

X 

517 

XI 

498 

XII 

384 

1939 


I 

284 

II 

327 

III 

318 


Gold Price in Budapest 
as Per Cent of Parity 
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Vaitte op Htjngarian Imports and Exports by Quarters* 
(m Million Pengo) 



Imports 

Exports 


Imports 

Exports 

1929 I 

247 3 

183 3 

1934 I 

746 

96 3 

II 

296 7 

214 4 

II 

88 8 

87 0 

III 

2621 

280 7 

III 

83 7 

95 9 

IV 

257 6 

3601 

IV 

978 

125 0 

mo 

1,063 7 

1,038 5 

1934 

3449 

4049 

1930 I 

198 0 

218 4 

1935 I 

840 

99 8 

II 

210 9 

233 4 

II 

89 3 

92 7 

III 

218 9 

213 0 

III 

940 

106 6 

IV 

195 5 

246 9 

IV 

135 0 

152 4 

1930 

823 4 

911 7 

1935 

4023 

4515 

1931 I 

142 2 

130 4 

1936 I 

106 6 

113 6 

II 

163 7 

126 5 

II 

114 7 

101 6 

III 

125 5 

142 3 

III 

1031 

143 3 

IV 

108 0 

171 2 

IV 

1121 

145 9 

1931 

539 4 

570 4 

1936 

406 5 

504 4 

1932 I 

85 0 

72 2 

1937 I 

99 9 

149 9 

II 

84 2 

79 4 

II 

122 7 

143 0 

III 

75 2 

81 4 

III 

127 9 

135 5 

IV 

841 

101 5 

IV 

1331 

159 6 

1932 

328 5 

334 5 

1937 

483 6 

588 0 

1933 I 

701 

78 6 

1938 I 

95 8 

133 6 

II 

741 

80 7 

II 

104 5 

118 0 

III 

78 3 

109 0 

III 

98 2 

141 6 

IV 

901 

123 0 

IV 

120 0 

129 4 

1983 

312 6 

3913 

1938 

418 5 

522 6 


1939 I 122 1 142 5 


1 U I f K , Vol 36, p 52, Vol 41, p 67, and Vol 42, p 67 
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The PUPCH'iSING Po'WEB or HtTNOiEIAX AGBICULTErB* 
(1924-25 to 1926-27 = 100) 


1924-25 

94 

1932-33 

48 

1925-2C 

103 

1933-34 

47 

1926-27 

103 

1934-35 

49 

1927-28 

105 

1935-36 

54 

1928-29 

109 

1936-37 

65 

1929-30 

106 

1937-38 

69 

1930-31 

79 

1938-39 

83 (estimated) 

1931-32 

58 

1939 (I III) 

74 



Habvest of the Most Import int Agricultural 




Products in Hungary^ 



Year 

Wheat 

Rye 

Barley 

Oats 

Corn 

Potatoes 

Sugar 

Beets 




Million Quintals 




1925 

19 5 

83 

55 

37 

22 4 

23 6 

15 3 

1926 

20 4 

80 

56 

36 

19 5 

19 2 

14 5 

1927 

20 9 

57 

52 

33 

17 4 

20 6 

14 6 

1928 

27 0 

83 

67 

40 

12 6 

14 7 

14 4 

1929 

20 4 

80 

68 

41 

17 9 

21 7 

161 

1930 

23 0 

72 

60 

2b 

141 

18 4 

14 6 

1931 

19 8 

55 

48 

1 9 

15 2 

14 5 

97 

1932 

17 5 

77 

72 

32 

24 3 

15 6 

85 

1933 

26 2 

96 

84 

36 

18 1 

18 6 

94 

1934 

17 6 

62 

54 

26 

21 0 

21 2 

92 

1935 

22 9 

73 

56 

25 

14 2 

13 9 

77 

1936 

23 9 

71 

66 

26 

25 9 

24 5 

112 

1937 

19 6 

62 

56 

27 

27 6 

25 6 

101 

1938 

26 9 

80 

72 

31 

26 6 

214 

97 

1 

2 

U I f W 
U I f W 

, Vol 41, 
, Vol 42, 

p 79, and Vol 42, p 
p 78 

78, seasonally adjusted 
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Hun gaby’s Export and Import Tb\de With Hub Chiep 
Creditor Countpies^ 


In Million Pengo 


Exports 

1930 

1931 

1932 

1933 

1934 

1935 

1938 

1937 

1938 

Prance 

16 2 

26 2 

14 6 

17 6 

13 9 

10 7 

96 

12 3 

10 1 

United States 

39 

40 

27 

59 

52 

88 

13 3 

17 2 

12 8 

England 

515 

55 9 

22 2 

31 3 

31 5 

36 8 

44 0 

42 0 

41 5 

Switzerland 

36 9 

37 6 

15 8 

20 3 

19 7 

18 5 

30 0 

24 9 

16 8 


-* 









Total m Pengo 

Total as per cent of 

108 5 123 7 

55 3 

751 

70 3 

74 8 

96 9 

96 4 

81 2 

ail Exports 

12 0 

217 

17 2 

19 2 

16 0 

16 6 

19 2 

16 4 

15 6 

Imports 

France 

23 3 

17 7 

13 5 

17 4 

10 3 

45 

46 

43 

62 

Umted States 

39 6 

231 

141 

20 6 

19 7 

19 6 

23 2 

214 

25 1 

England 

34 2 

20 9 

15 0 

13 6 

18 0 

20 2 

22 2 

25 0 

21 4 

Switzerland 

18 8 

13 4 

117 

55 

80 

12 4 

10 2 

11 1 

10 4 


— 









Total m Pengo 

Total as per cent of 

115 9 

75 1 

54 3 

571 

56 0 

56 7 

60 2 

618 

631 

all Impoits 

141 

14 0 

16 3 

18 4 

16 5 

14 7 

13 7 

12 9 

14 3 


The Balance op Hungarian Trade With Her 
Principal Creditors^ 



1930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

France 

- 71 

+ 85 

+ 11 

+ 2 

+ 36 

+ 62 

+ 50 

+ so 

+ 39 

Umted 

States 

-35 7 

-191 

-114 

-14 7 

-14 5 

-10 8 

- 99 

- 42 

-12 3 

England 

+17 3 

+35 0 

+ 72 

+17 7 

+13 5 

+16 6 

+218 

+170 

+201 

Switzer- 

land 

+181 

+24 2 

+ 41 

+14 8 

+11 7 

+ 61 

+19 8 

+13 8 

+ 64 

Total 

- 74 

+48 6 

+ 10 

+18 0 

+14 3 

+181 

+36 7 

+34 6 

+181 


1 Computed from trade statistics m Statisztikai Havi Kozlemenyek 
(Royal Hungarian Statistical Office, Budapest), Vol 35-41 
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Reichsbank^ 


Monthly Averages 
(In million Reichsmarks) 


Months 

Notes in 
Circulation 

Demand 

Deposits 

Gold and 
Devisen 
Reserves 

Bills 

Discounted 

Reserves as 

Per Cent of 
Notes in 
Circulation 

I 

4,206 9 

608 8 

1929 

2,886 6 

1,772 4 

68 6 

II 

4,192 1 

516 7 

2,836 5 

1,633 5 

67 6 

III 

4,339 6 

489 5 

2,730 5 

1,8841 

631 

IV 

4,285 6 

673 3 

2,319 1 

2,433 1 

54 1 

V 

4,305 6 

625 9 

1,903 7 

2,796 1 

44 2 

VI 

4,367 9 

611 3 

2,130 7 

2,742 9 

48 8 

vn 

4,443 6 

5714 

2,415 0 

2,508 8 

54 3 

VIII 

4,453 6 

455 5 

2,478 2 

2,335 4 

55 6 

IX 

4,532 6 

479 8 

2,519 6 

2,384 5 

55 6 

X 

4,495 0 

476 4 

2,571 6 

2,283 1 

616 

XI 

4,493 9 

499 3 

2,615 6 

2,187 8 

68 2 

XII 

4,723 9 

511 1 

2,659 6 

2,357 4 

56 3 

I 

4,349 4 

548 4 

mo 

2,687 4 

2,036 8 

618 

II 

4,318 6 

509 4 

2,777 4 

1,816 3 

64 3 

III 

4,415 2 

509 6 

2,895 3 

1,786 2 

65 6 

IV 

4,412 5 

606 7 

2,901 8 

1,869 9 

65 8 

V 

4,364 6 

559 7 

2,910 4 

1,730 8 

66 7 

VI 

4,393 7 

5316 

3,048 4 

1,622 5 

69 4 

VII 

4,320 6 

4681 

2,881 0 

1,588 8 

66 7 

VIII 

4,346 2 

4713 

2,957 4 

1,520 9 

68 0 

IX 

4,377 3 

409 6 

2,851 8 

1,598 3 

65 1 

X 

4,336 4 

376 4 

2,413 8 

2,092 1 

55 7 

XI 

4,264 8 

344 8 

2,614 9 

1,890 9 

61 3 

XII 

4,937 3 

437 2 

2,732 6 

2,119 4 

61 6 

I 

4,106 9 

366 7 

1931 

2,495 9 

1,867 4 

60 8 

II 

4,028 5 

3118 

2,442 4 

1,753 8 

60 6 

III 

4,083 5 

324 4 

2,497 6 

1,770 6 

612 

IV 

4,068 9 

363 6 

2,493 4 

1,722 9 

62 0 

V 

4,009 3 

335 0 

2,555 9 

1,592 9 

63 7 

VI 

3,997 1 

356 3 

1,876 8 

2,199 7 

46 9 

VII 

4,230 1 

517 2 

1,601 3 

2,975 0 

37 9 

VIII 

4,261 6 

586 8 

1,689 2 

3,193 5 

39 6 

IX 

4,331 2 

495 3 

1,652 7 

3,146 3 

38 2 

X 

4,542 1 

513 7 

1,304 4 

3,808 7 

28 7 

XI 

4,478 2 

4341 

1,200 7 

3,805 9 

26 8 

XII 

4,604 4 

502 9 

1,161 8 

3,933 5 

25 2 
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EXCHANGE CONTROL IN CENTRAL El) ROPE 


Reichseinki — {Continued) 
Monthly Averages 


(In million Reichsmaiks) 


Months 

Notes in 
Circulation 

Demand 

Deposits 

Gold and 
Devi'sen 
Reser\ es 

BiUs 

Discounted 

Reserves as 
Per Cent of 
Notes m 
Circulation 

I 

4,390 5 

391 5 

1932 

1,115 7 

3,640 1 

25 4 

II 

4,175 7 

364 5 

1,075 2 

3,314 4 

25 7 

III 

4,132 3 

433 1 

1,023 7 

3,286 7 

24 8 

IV 

4,022 3 

382 4 

996 7 

3,067 6 

24 8 

V 

3,903 4 

378 0 

989 3 

2,994 5 

25 3 

VI 

3,851 5 

402 7 

967 0 

2,998 4 

25 1 

VII 

3,840 4 

369 7 

905 7 

3,055 7 

23 6 

VIII 

3,786 0 


907 7 

2,959 7 

24 0 

IX 

3,636 3 

402 6 

922 1 

2,886 2 

25 4 

X 

3,542 8 

386 4 

934 4 

2,815 5 

26 4 

XI 

3,438 3 

392 8 

934 8 

2,688 5 

27 2 

XII 

3,442 8 

408 2 

917 9 

2,681 9 

26 7 

I 

3,281 6 

356 0 

19SS 

921 2 

2,435 1 

281 

II 

3,222 3 

359 5 

920 5 

2,366 4 

28 6 

III 

3,319 0 

3741 

846 9 

2,599 4 

25 5 

IV 

3,417 9 

365 2 

576 8 

2,978 4 

16 9 

V 

3,365 2 

382 1 

470 2 

3,004 5 

14 0 

VI 

3,334 6 

412 6 

340 4 

3,099 2 

10 2 

VII 

3,371 0 

381 1 

303 4 

3,104 4 

90 

VIII 

3,369 6 

380 1 

355 8 

3,046 9 

10 6 

IX 

3,434 2 

410 2 

400 7 

3,117 5 

117 

X 

3,449 2 

404 4 

412 0 

3,124 6 

119 

XI 

3,408 7 

4461 

407 8 

2,947 4 

12 0 

XII 

3,499 2 

4821 

399 6 

3,036 8 

11 4 

I 

3,377 1 

496 8 

1934 

391 9 

2,819 9 

11 6 

II 

3,337 4 

615 2 

341 9 

2,730 3 

10 2 

III 

3,427 6 

535 7 

275 0 

2,925 6 

80 

IV 

3,462 9 

496 6 

227 4 

2,971 6 

66 

V 

3,495 4 

5061 

161 9 

3,046 1 

46 

VI 

3,541 9 

534 3 

93 6 

3,161 9 

26 

VII 

3,617 1 

608 1 

77 7 

3,303 2 

21 

VIII 

3,641 3 

6761 

78 3 

3,333 6 

21 

IX 

3,714 7 

762 5 

78 8 

3,521 6 

21 

X 

3,706 8 

837 0 

84 6 

3,580 7 

22 

XI 

3,650 4 

923 4 

82 4 

3,606 8 

23 

XII 

3,765 3 

8410 

83 2 

3,748 2 

22 
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Eeichsbank;^ — {Continued) 
Monthly Aveiages 
(In nnlhon Reichsmarks) 


Months 

Notes in 
Circulation 

Demand 

Deposits 

Gold and 
Devisen 
Reser\ es 

BiUs 

Discounted 

Reserves as 

Per Cent of 
Notes in 
Circulation 

I 

3,584 2 

907 2 

1935 

83 9 

3,530 5 

23 

II 

3,476 8 

833 3 

84 6 

3,509 8 

24 

III 

3,462 8 

9118 

84 9 

3,569 1 

25 

IV 

3,538 0 

917 3 

85 4 

3,654 8 

24 

V 

3,671 7 

862 6 

86 3 

3,605 4 

24 

VI 

3,681 1 

770 1 

88 4 

3,646 8 

24 

VII 

3,707 7 

737 4 

98 6 

3,614 1 

26 

VIII 

3,781 9 

753 1 

102 5 

3,717 5 

27 

IX 

3,908 0 

752 1 

100 2 

3,865 5 

26 

X 

3,969 4 

713 5 

94 8 

3,991 9 

24 

XI 

3,967 5 

720 8 

93 4 

3,875 9 

24 

XII 

4,121 7 

822 1 

89 2 

4,098 1 

22 

I 

3,931 7 

709 1 

me 

83 2 

3,778 8 

21 

II 

3,926 7 

627 7 

80 0 

3,745 0 

20 

III 

4,015 9 

655 9 

77 2 

3,8SS 5 

19 

rv 

4,106 1 

721 1 

73 5 

4,1421 

1 8 

V 

4,157 8 

703 0 

761 

4,281 4 

1 8 

VI 

4,146 5 

767 5 

76 1 

4,330 9 

18 

VII 

4,211 8 

787 2 

77 6 

4,428 9 

18 

VIII 

4,307 0 

692 4 

76 5 

4,464 2 

18 

IX 

4,380 4 

702 0 

710 

4,565 7 

16 

X 

4,463 9 

686 0 

69 1 

4,660 5 

15 

XI 

4,451 2 

676 5 

70 6 

4,609 8 

16 

XII 

4,686 3 

773 0 

719 

4,909 5 

15 

I 

4,580 6 

7417 

1937 

72 5 

4,680 5 

16 

II 

4,541 4 

743 3 

72 6 

4,495 3 

16 

III 

4,631 6 

794 9 

73 1 

4,623 2 

16 

IV 

4,628 3 

790 6 

74 0 

4,688 4 

1 6 

V 

4,698 5 

773 7 

74 3 

4,811 2 

1 6 

VI 

4,676 7 

745 0 

74 6 

4,789 1 

1 6 

VII 

4,787 1 

700 8 

74 9 

4,945 5 

16 

VIII 

4,832 1 

659 2 

75 5 

4,968 7 

lb 

IX 

4,905 9 

701 1 

75 8 

5,070 9 

15 

X 

4,975 0 

689 5 

75 9 

5,179 2 

15 

XI 

4,922 7 

7241 

761 

5,150 1 

15 

xn 

5,150 8 

806 8 

761 

5,493 5 

15 
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EXCHANGE CONTROL IN CENTRAL EUROPE 


Reichsbank^ — {Continued) 
Monthly Averages 
(In million Reichsmarks) 


Months 

Notes in 
Circulation 

Demand 

Deposits 

Gold and 
Devisen 
Reser\ es 

Bills 

Discounted 

Reserves as 
Per Cent of 
Notes in 
Circulation 

I 

4,972 2 

788 8 

ms 

76 3 

5,176 8 

15 

II 

4,925 0 

790 8 

76 2 

5,126 0 

15 

III 

5,116 2 

947 3 

76 2 

5,343 8 

15 

IV 

5,592 5 

1,204 0 

76 2 

5,460 9 

14 

V 

5,885 2 

984 2 

76 3 

5,431 2 

13 

VI 

6,038 6 

1,067 2 

76 6 

5,633 4 

13 

VII 

6,224 6 

940 8 

76 3 

5,830 8 

12 

VIII 

6,432 9 

957 8 

76 5 

6,082 6 

12 

IX 

7,031 4 

1,007 7 

76 4 

6,867 2 

1 1 

X 

7,384 7 

937 8 

76 6 

7,151 2 

10 

XI 

7,342 2 

1,012 6 

76 8 

6,980 3 

10 

XII 

7,794 9 

1,154 9 

76 6 

7,524 8 

10 

I 

7,528 2 

997 3 

19S9 

76 5 

6,983 3 

10 

II 

7,517 7 

1,070 8 

76 5 

6,834 5 

10 

III 

7,771 4 

1,063 8 

76 6 

7,331 2 

10 

IV 

8,029 7 

1,088 7 

76 6 

7,470 5 

09 

V 

8,145 8 

1,168 2 

76 8 

7,382 9 

09 

VI 

8,204 2 

1,077 1 

76 7 

7,582 3 

09 

VII 

8,520 7 

1,106 2 

76 8 

8,042 9 

09 

VIII 

9,280 0 

1,216 8 

76 8 

8,746 1 

08 
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Rbichsbank Rate op Discotjnt'^ 




1929-1938 




1929 

Per Cent 1931 

Per Cent 


January 

12, 1929 6M 

Tune 

14, 1931 

7 


April 

25, 1929 7M 

July 

16, 1931 

10 


November 

2, 1929 7 

August 

1, 1931 

15 




August 

12, 1931 

10 


1930 

14, 1930 QVz 

September 

2, 1931 

8 


January 

Decembei 

10, 1931 

7 


February 

6, 1930 6 




Maich 

8, 1930 

1932 




March 

25, 1930 5 

March 

9, 1932 

6 


May 

20, 1930 4}^ 

April 

9, 1932 

53^ 


June 

21, 1930 4 

April 

28, 1932 

5 


October 

9, 1930 5 

September 22, 1932 

4 — 

to date 

1 Economist (London) 






Bank of England R ^tb op Discount ^ 




1929 

1930 

1931 


1932 

I 

4 60 

50 

3 


6 

11 

5 50 

45 

3 


5 

III 

6 50 

3 5 

3 


35 

IV 

6 50 

35 

3 


3 

V 

5 50 

30 

25 


25 

VI 

5 50 

3 

25 


2 

VII 

5 60 

3 

45 


2 

VIII 

5 50 

3 

45 


2 

IX 

6 50 

3 

60 


2 

X 

6 00 

3 

6 


2 

XI 

5 50 

3 

6 


2 

XII 

5 00 

3 

6 


2 


1 League of Nations Monthly Bulletin of Statistic' 
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EXCHANGE CONTROL IN CENTRAL EUROPE 


British, French, and German Prices 
(Revised basis 1925-1927 = 100) 


Bntish Wholesale Prices in Gold^ German Wholesale Prices 



I 

II 

III 

IV 

I 

II 

III 

IV 

1931 

67 8 

66 6 

62 0 

48 7 

83 0 

821 

79 9 

76 7 

1932 

46 5 

46 4 

43 2 

410 

72 4 

70 6 

69 3 

67 8 

1933 

413 

41 1 

41 1 

40 4 

661 

66 6 

68 4 

69 6 

1934 

39 5 

38 4 

38 4 

37 6 

69 8 

69 9 

72 4 

73 3 

1935 

37 3 

38 4 

39 3 

40 7 

73 2 

73 2 

741 

74 8 

1936 

40 7 

40 6 

42 4 

43 4 

75 2 

75 3 

75 7 

75 8 

1937 

471 

48 5 

47 6 

44 7 

76 6 

76 8 

77 7 

76 6 

1938 

43 4 

418 

39 7 

37 b 

76 7 

76 6 

76 7 

77 0 

1939 





77 3 





German 

Sensitive 

Prices 


German Cost of Living* 

1931 

58 6 

53 6 

48 4 

43 9 

96 9 

95 4 

94 2 

919 

1932 

39 7 

36 4 

38 0 

40 9 

85 7 

83 9 

83 2 

82 3 

1933 

413 

44 3 

46 5 

44 5 

810 

81 4 

82 1 

83 4 

1934 

46 3 

48 6 

50 6 

49 7 

83 5 

83 3 

84 6 

84 9 

1935 

50 3 

52 6 

53 5 

56 6 

85 0 

86 3 

86 2 

85 5 

1936 

57 0 

57 4 

57 8 

59 1 

86 5 

86 4 

86 9 

86 4 

1937 

62 7 

616 

61 1 

58 0 

86 7 

87 0 

87 4 

86 7 

1938 

57 2 

56 3 

56 8 

57 6 

87 0 

87 4 

87 7 

86 9 

1939 





87 4 




French Wholesale Prices Actual Values* 

French Wholesale Pnces 

in Gold* 


I 

II 

III 

IV 

I 

II 

III 

IV 

1931 

77 4 

76 0 

71 1 

65 6 





1932 

66 0 

65 6 

62 5 

614 





1933 

60 9 

610 

61 6 

60 5 





1934 

60 3 

58 3 

56 7 

54 7 





1935 

54 3 

54 6 

53 5 

55 4 





1936 

58 6 

58 8 

62 3 

74 5 




52 3 

1937 

82 0 

83 7 

93 6 

94 2 

57 3 

56 5 

52 0 

48 2 

1938 

96 6 

100 2 

1016 

103 5 

47 3 

43 9 

419 

412 


1939 

1 Board of Trade Index converted to gold in the Reports of the Hunganan Institute for 
Economic Research 

1 Vierteljahrshefte zur Konjunkturforschung 
* Stati“tischea Jahrbuch fur das Deutsche Reich 
StatiBtique g6n6rale de la France 
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^ Wirtschaft und Stati««tik 

“ Old Reicii (without trade with Austiia after April 1938) 

Greater Germany Figures foi this year from Wirtsohaft und StatistiL, Vol 19 No 9 p 3o2 



EiMiNY's Foreign Trade Imports^ 

(Values in million Reichsmarks) 

I Actual Values 
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Blocked M4.rk Quotations 
As Pereentages of Gold Panty^ 



Registered Marks 

Travel Marks 

Credit Marks 

Security- 

Marks 

1934 

I 

814 


82 0 

643 

II 

75 7 


75 0 

59 5 

III 

72 5 


72 0 

58 0 

IV 

86 4 


56 0 

470 

V 

65 7 


49 8 

44 5 

VI 

58 3 


45 0 

30 8 

VII 

63 8 


49 0 

38 5 

VIII 

58 5 


39 5 

34 3 

IX 

58 7 


428 

34 3 

X 

52 0 


43 5 

32 0 

XI 

53 5 

61 7 

43 6 

33 5 

XII 

b0 6 

67 9 

48 4 

39 2 

1935 

I 

62 2 

69 5 

516 

40 5 

II 

651 

713 

48 6 

39 4 

III 

60 7 

69 8 

44 8 

33 9 

IV 

57 7 

68 1 

40 0 

32 4 

V 

53 8 

62 9 

33 4 

28 7 

VI 

55 7 

64 8 

33 6 

24 9 

VII 

57 5 

64 8 

34 3 

26 3 

VIII 

57 4 

66 8 

32 3 

24 6 

IX 

52 1 

65 5 

29 0 

219 

X 

49 2 

62 6 

310 

20 5 

XI 

51 1 

59 0 

33 2 

21 8 

XII 

53 0 

619 

36 1 

24 0 

1986 

I 

52 7 

62 4 

37 4 

24 8 

II 

55 3 

62 4 

381 

25 6 

III 

53 4 

62 4 

33 9 

24 9 

IV 

53 3 

610 

30 2 

26 3 

V 

53 5 

62 4 

301 

24 3 

VI 

52 6 

62 4 

28 9 

23 7 

VII 

53 6 

62 7 

28 1 

24 5 

VIII 

541 

64 5 

25 6 

24 6 

IX 

54 3 

62 8 

23 2 

22 7 

X 

57 6 

58 2 

201 

18 0 

XI 

517 

570 

21 2 

17 4 

XII 

49 3 

55 3 

22 2 

20 3 


1 League of Nations Statistical Yearbooks 1935-1039 (Geneva 1935-1939) The quota- 
tions on registered Marks are taken from the London market others from Zunch Quotations 
are monthly averages except for the first ten months of 1934 for which mid month values 
are given 
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Blocked Mapk QuoTmoiss — {Continued) 



Registered Marks 

Tiavel Marls 

Credit Marks 

Security 

Marks 

1937 

I 

46 0 

51 9 

25 4 

22 9 

II 

47 9 

53 3 

24 6 

23 5 

III 

48 5 

59 7 

25 8 

25 2 

IV 

481 

59 4 

25 7 

24 6 

V 

48 6 

59 7 

23 8 

22 4 

VI 

515 

62 2 

22 5 

22 1 

VII 

55 9 

661 

21 7 

20 9 

VIII 

56 9 

67 6 

21 5 

20 5 

IX 

54 9 

65 4 

210 

20 9 

X 

516 

63 5 

19 2 

19 1 

XI 

515 

62 1 

19 3 

19 2 

XII 

53 0 

63 1 

181 

18 0 

1938 

I 

53 3 

62 5 

15 0 

14 5 

II 

512 

62 1 

133 

114 

III 

49 6 

60 6 

17 9 

12 6 

IV 

48 8 

60 4 

16 9 

14 6 

V 

48 5 

60 0 

13 9 

13 5 

VI 

46 7 

58 3 

12 1 

116 

VII 

45 9 

56 7 

11 8 

10 5 

VIII 

44 5 

56 7 

12 1 

93 

IX 

37 8 

55 0 

10 9 

88 

X 

42 5 

54 2 

12 3 

11 6 

XI 

45 0 

56 0 

12 7 

114 

XII 

441 

58 9 

12 3 

11 4 


Commercial Marks 

1939 


I 

412 

58 3 

10 4 

II 

37 5 

53 9 

97 

III 

40 5 

55 9 

10 8 

IV 

36 9 

54 7 

101 
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